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PREFACE  TO  POSTWAR  PLANNING 

By  Virgil  Jordan 
President,  The  Conference  Board 


IN  THE  day’s  sessions  of  this  252nd  Meeting  of  The 
Conference  Board,  which  opens  the  28th  year  of 
its  service,  we  have  considered  many  special  aspects 
of  the  preparations  which  are  proceeding  among  indus¬ 
trial  and  business  groups,  and  in  individual  enterprises 
in  the  midst  of  the  imperative  pressures  of  war,  to 
meet  the  equally  perilous  problems  which  peace  will 
present  to  us  when  it  comes.  This  evening  we  shall 
discuss  some  of  the  more  general  aspects  of  these 
problems  which  are  of  common  concern  to  us  as  citi¬ 
zens  no  less  than  as  business  men. 

Before  we  begin  it  seems  to  me  that,  both  as  busi¬ 
ness  men  and  as  citizens,  it  will  be  pertinent  and  ap¬ 
propriate  for  us  to  pause  to  salute  in  spirit  those 
millions  of  sons  and  brothers  of  America  on  the  far- 
flung  battle  line  of  this  colossal  struggle,  who  alone 
are  making  it  possible  for  us  to  think  or  speak  or  do 
anything  at  all  about  preparing  for  postwar  recon¬ 
struction.  They  did  not  plan  it  that  way,  and  they 
have  no  other  plan  of  their  own  but  to  get  their  job 
done,  and  get  on  with  what  is  left  of  their  lives;  but 
in  their  sacrifice  and  suffering  they  are  drawing  the 
primary  and  imperative  postwar  plan,  tracing  it  in 
blood  and  sweat  and  tears  in  the  sands  of  Africa,  the 
swamps  of  the  South  Sea  Isles,  and  the  snows  of  Attu. 
Without  their  work  there  would  be  no  postwar  for  us 
to  prepare  for,  and  nothing  for  us  to  reconstruct. 
Theirs  is  the  one  plan  that  must  work,  or  all  of  ours 
are  worthless.  So  we  planners  here  at  home  may  well 
salute  them  in  all  humility,  ask  blessing  on  the  arms 
they  use  in  the  grim  draftsmanship  of  Mars,  pray  that 
our  blueprints  may  match  in  clarity  and  courage  those 
they  are  drawing  on  the  battlefield,  and  prepare  our¬ 
selves  to  complete  the  plan  they  have  begun. 

The  world’s  drafting  rooms  are  littered  with  sketches 
of  the  future,  finished  or  unfinished,  setting  forth  and 


stimulating  the  creative  imagination  of  man  for  many 
things  to  come,  from  better  bungalows  and  automo¬ 
biles,  and  nobler  mansions  for  the  soul,  to  portentous 
structures  of  economic  prosperity,  social  security  and 
international  peace,  usually  surmounted  by  some  su¬ 
preme,  omniscient  and  omnipotent  providential  State, 
preferably  with  the  Stars  and  Stripes  floating  from 
the  cupola.  This  is  indeed  one  world,  as  some  one  has 
said,  but  with  many  people  in  it,  with  many  different 
minds,  and  many  different  dreams,  which  no  single 
plan  can  comprehend.  One  world,  indeed,  but  a  plural 
universe  of  the  spirit,  with  many  plans,  some  made 
by  mice  and  men,  and  most  by  God. 

So,  by  way  of  preface  to  our  discussion  of  some  of 
those  plans  tonight — including,  I  hope,  both  kinds — I 
shall  speak  of  but  two  which  seem  to  me  to  concern 
most  closely  those  American  sons  and  brothers  who 
enable  us  to  make  any  plans  at  all,  and  whose  design 
for  victory,  drawn  on  the  battlefield  of  the  moment, 
must  be  the  basis  of  all  our  blueprints  of  the  future 
at  home.  One  of  these  is  immediate  and  urgent,  but  it 
has  not  yet  been  made,  is  still  unimagined,  its  need 
ignored.  The  other  is  for  time  to  come,  and  though 
it  was  finished  and  perfected  long  ago,  it  has  faded 
and  been  forgotten  in  our  day. 

The  Missing  Plan 

Of  the  first  of  these  plans,  still  missing  or  post¬ 
poned,  though  it  is  an  inseparable  and  indispensable 
part  of  that  which  those  sons  and  brothers  are  pre¬ 
paring  on  the  battlefield,  I  need  not  say  much  tonight. 
In  these  sessions  of  the  Board  during  the  past  year 
I  have  often  emphasized  the  supreme  importance  of 
conserving,  sustaining,  stimulating  and  safeguarding 
the  resources  of  the  home  front,  whose  ultimate 
strength,  tested  in  the  final  moment  of  the  struggle, 
is  decisive  for  victory  or  defeat  in  the  limitless  war 
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of  modern  times.  We  can  and  must  have  complete 
confidence  in  the  competence  and  courage  of  our 
soldiers,  their  leaders  and  their  service  of  supply,  but 
I  may  remind  you  again  that  in  the  end  this  is  a  war 
by  and  against  civilians.  Our  military  forces  are  merely 
a  colossal  cutting  edge  mounted  in  an  immense  ma¬ 
chine  tool  made  of  the  mind,  muscle  and  morale  of 
the  hundred  million  humans  at  home,  and  unless  this 
vast  vital  force  of  civilian  life  and  labor  is  organized, 
energized  and  sustained  with  intelligence  and  integrity, 
the  most  powerful  military  machine  imaginable  may 
only  cripple  and  wreck  its  own  civilian  support  faster 
than  it  can  that  of  the  enemy. 

I  need  not  tell  you  that  such  fortification  of  the 
civilian  front  is  not  being  done  today  in  America,  and 
there  is  no  assurance  that  it  will  be  done  before  its 
absence  becomes  painfully  noticeable  to  the  boys  on 
the  battlefront.  This  is  not  the  occasion  to  discuss  the 
reasons  why  it  is  not  being  done.  Day  by  day  since 
the  outset  it  has  been  evident  that  the  only  discernible 
plan  for  protecting  this  Achilles  heel  of  the  war  effort 
has  been  one  of  elaborately  and  carefully  coordinated 
chaos,  compounded  at  best  of  political  expediency 
and  bureaucratic  incompetence.  You  are  as  familiar 
as  I  am  and  millions  of  other  Americans  now  are  with 
the  fact  that  the  official  fight  against  the  wasting  fever 
of  inflation  has  been  phony;  you  and  I  know  that  the 
labor  and  farm  policies  pursued  have  been  at  best  only 
an  elaborate  piece  of  shadow  boxing,  and  at  worst  a 
shifty  and  shabby  political  Punch  and  Judy  show, 
played  at  the  expense  of  the  civilian  security,  if  not 
so  far  at  the  peril  of  our  soldiers;  you  and  I  know  that 
the  rationing  and  price-control  systems  have  not 
merely  broken  down,  but  have  blossomed  into  a  mas¬ 
sive  and  pervasive  organization  of  smuggling,  boot¬ 
legging  and  black  markets  such  as  America  has  not 
seen  since  colonial  days.  Not  a  single  important  prob¬ 
lem  of  the  home  front,  whether  of  fiscal  policy,  of  food 
and  fuel  supply,  of  manpower  mobilization,  of  manage¬ 
ment-labor  relations,  or  of  public  information,  has 
been  faced  so  far  with  candor,  courage  and  integrity, 
or  handled  wiith  intelligence  and  competence  by  our 
public  officials,  for  the  primary  and  imperative  purpose 
of  supporting  the  civilian  arm  so  vital  to  assure  and 
speed  the  victorious  end  of  the  war.  Every  plan  that 
has  been  made  to  meet  these  problems  has  been  in 
some  part  a  postwar  plan  for  something  else,  not  a 
plan  to  hasten  and  make  certain  the  winning  of  the 
war. 

Only  the  abundant  resources  and  profound  pa¬ 
triotism  of  the  American  people  have  postponed  the 
painful  consequences  of  these  conditions,  but  the  most 
important  reason  why  they  and  their  government 
seem  indifferent  to  them  is  that  they  still  do  not  know. 


and  it  will  not  tell  them,  that  this  war  will  not  soon  be 
over,  and  that  we  shall  be  compelled  to  meet  and  over¬ 
come  these  problems  of  the  home  front  before  it  is. 
This  war  can  no  longer  be  scheduled  by  any  calendar 
of  political  expediency  or  human  convenience.  It  will 
last  longer  and  cost  more  than  we  imagine.  It  will 
end  only  when  the  civilian  population  of  one  of  the 
protagonists  is  beaten  and  exhausted,  and  the  victor 
will  be  the  one  that  endures  for  the  last  five  minutes. 

Planning  to  Win  the  War 

So,  when  we  speak  of  preparing  for  postwar  recon¬ 
struction,  I  say  to  you  that  the  kind  of  plan  of  which 
we  stand  in  most  immediate  and  pressing  need  for  this 
purpose  today  is  a  plan  to  win  the  war.  We  have  im¬ 
pressive  military  plans,  in  themselves  probably  suf¬ 
ficient,  but  they  may  be  merely  a  mirage  if  we  do  not 
make  sure  that  the  home  front  on  which  they  rest  is 
secure  and  strong  for  certain  victory.  We  need  a  plan, 
prepared  with  intelligence  and  competence,  and  put 
into  action  with  candor  and  courage,  by  which  the 
civilian  arm  of  this  war  can  be  organized  and  serviced, 
energized  and  inspired,  for  a  long  and  grueling  struggle, 
without  question  of  the  outcome. 

It  may  seem  paradoxical,  especially  for  me,  to  sug¬ 
gest  that  any  government  which  has  made  so  many 
plans  during  the  past  decade  for  almost  everything 
and  everybody  in  the  world,  every  one  of  which  has 
completely  failed  so  far,  should  be  asked  to  make  an¬ 
other;  but  no  one  else  can  make  this  one  now.  All 
responsibility  and  power  for  winning  the  war  rest  in 
its  hands  today,  and  those  sons  and  brothers  on  the 
battlefront  who  are  planning  to  do  their  part  in  that 
task  have  a  right  to  expect  us  on  the  home  front  to 
do  ours,  with  a  plan  for  it  which  matches  theirs,  and 
one  which  has  no  purpose  but  that. 

So  much  for  the  missing  plan,  the  one  that  was 
never  made  and  is  still  unimagined.  But  when  that 
purpose  shall  have  been  accomplished,  whether  it  be 
by  such  a  plan  or  merely  by  the  compassionate  and 
patient  providence  that  watches  over  fools,  it  will  have 
done  little  more  for  us  than  to  provide  the  drafting 
board  on  which  we  may  prepare  and  complete  our 
blueprints  of  the  future  with  confidence  and  faith. 
For  the  American  people,  as  for  others,  there  must 
and  will  be  many  plans  for  postwar  reconstruction, 
but  without  some  common  frame  of  reference  to  the 
facts  of  their  life  and  labor  in  the  past,  all  these  visions 
and  designs  must  be  empty  and  delusive  dr, earns  or 
dreary  nightmares. 

The  Frame  of  the  Future 

Before  we  bend  too  closely  to  the  task  of  tracing 
them  on  the  firm  drafting  board  which  only  victory 
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will  provide,  let  us  be  sure  that  we  choose  a  frame  for 
them  that  will  fit  the  people  for  whom  the  plans  are 
made,  and  the  facts  of  their  life  and  labor.  Today  the 
designers  of  the  future  anywhere  have  but  a  single 
choice  of  frames  for  their  pictures  of  it,  each  plainly 
labeled  with  the  brand  and  price  by  the  bitter  experi¬ 
ence  of  the  past  decade.  One  is  the  frame  of  force;  the 
other  the  frame  of  freedom.  One,  the  frame  of  au¬ 
thority  and  security;  the  other  the  frame  of  oppor¬ 
tunity  and  effort.  Which  shall  we  planners  for  Ameri¬ 
ca  choose? 

I  need  not  say  to  you  again,  as  I  have  so  often,  that 
there  is  only  one  common  frame  of  reference  which 
fits  the  facts  of  her  past  or  the  promise  of  her  future 
and  which  can  endow  with  any  meaning  whatever 
postwar  plans  we  make  for  her.  This  is  the  simple 
frame  of  freedom,  opportunity  and  effort,  the  setting 
and  master  plan  for  all  postwar  plans  which  hold  any 
hope  of  human  progress  in  America,  at  least,  and  per¬ 
haps  anywhere  in  the  world.  But  the  tragic  truth, 
tragic  not  only  for  us  but  for  others,  is  that  today 
America  is  no  longer  able  to  choose  the  frame  of  her 
future,  and  the  blueprints  and  designs  of  the  postwar 
world  which  fill  her  drafting  boards  today  are  being 
drawn  for  both  frames  at  once,  because  she  can  no 
longer  distinguish  between  them.  The  plain  frame  of 
freedom  has  been  overlaid  and  disguised  with  the 
deep  scroll-work  of  bureaucratic  embellishments, 
heavily  gilded  with  the  gaudy  trappings  of  political 
power,  until  today  it  looks  very  much  the  same  as  the 
frame  of  force  that  sets  off  all  the  pictures  of  the 
future  which  the  artists  in  the  gallery  across  the  sea 
painted  for  us  and  which  we  are  trying  to  smash  as 
fast  as  we  can.  But  now  we  are  putting  some  of  our 
own  pictures  in  the  same  frame,  and  they  all  look  alike 
to  us.  In  the  modern  museum  of  economic  and  political 
art  it  does  not  seem  to  matter  much  how  the  pictures 
are  hung  or  framed  or  what  they  mean. 

It  is  to  me,  and  I  am  sure  it  will  be  to  the  archeo¬ 
logists  of  American  civilization,  one  of  the  strangest 
and  most  incredible  events  in  her  history  that,  within 
a  single  decade,  and  despite  an  unprecedented  demon¬ 
stration  of  her  immense  creative  power  in  the  greatest 
struggle  against  force  the  world  has  ever  seen,  we 
should  have  witnessed  the  return  to  America  of  the 
age-old  dogma  of  authority,  fitted  and  disguised  in  a 
phony  frame  of  freedom.  I  know  full  well  that  few 
among  us  are  aware,  or  willing  to  believe,  that  this  is 
in  fact  the  frame  of  the  postwar  pictures  on  the  wall 
as  we  wander  through  the  interminable  galleries  of  the 
millennium  museum  looking  at  the  exhibits  of  bureau¬ 
cratic  art,  the  brisk  brushwork  of  the  labor  land¬ 
scapes,  the  careful  designs  of  the  academic  engravers, 
and  even  the  bold  blueprints  of  business  which  are 


being  hung  there.  But  we  should  make  no  mistake 
about  the  fact  and  its  significance. 

The  Feah  of  Fheedom 

One  by  one,  as  these  pictures  of  the  future  are 
presented  to  us,  and  as  we  listen  to  the  chatter  of  the 
crowd  and  the  persuasive  patter  of  our  guides  about 
their  beauty  and  originality  and  the  genius  and  imag¬ 
ination  of  their  painters,  it  becomes  clear,  to  me  at 
least,  that  for  most  of  the  American  people  much  of 
the  vital  sense  and  instinctive  feeling  for  the  living 
fact  of  human  freedom  has  faded  out  and  vanished. 
The  meaning  of  the  word  itself  has  largely  evaporated, 
and,  like  an  old  coin  worn  with  familiar  use,  it  has 
lost  its  imprint  on  the  spirit  and  its  denomination  for 
the  mind.  Save  in  terms  of  a  few  trivial  conveniences 
or  privileges  like  driving  our  car  where  we  like  and 
drinking  liquor  when  we  like,  the  idea  of  freedom  is 
today  so  empty  and  devoid  of  substance  that  we  do  not 
even  know  it  has  disappeared  and  have  forgotten  that 
it  ever  existed.  Worse  than  that,  if  they  are  aware  of 
it  at  all,  millions  of  men  in  America  and  elsewhere 
are  coming  consciously  or  unconsciously  to  fear  it, 
or  to  hate  it,  to  fight  it  or  flee  from  it  hoping  to  escape 
its  burdens  and  responsibilities;  and  where  the  idea 
of  freedom  is  not  a  heresy  or  a  phobia,  it  is  becoming 
merely  a  boresome  bromide.  One  can  scarcely  speak 
of  it  today  without  a  feeling  of  futility  and  weariness 
of  the  flesh,  for  it  has  become  a  sterile  and  stale  stereo¬ 
type  of  political  oratory,  a  theme  for  ceremonials, 
monuments  and  mausoleums,  like  all  things  earnestly 
discussed  and  deeply  honored  when  they  are  definitely 
dead,  as  Jefferson  would  have  noted  had  his  shade 
hovered  around  Arlington  a  few  weeks  ago  when  that 
moving  memorial  to  his  distant,  vanished  dream  was 
dedicated.  The  bloodiest  dictators  in  history  have 
sometimes  been  sentimental  and  always  eloquent 
about  liberty,  generous  in  lip  service  to  it,  and  what 
Mrs.  Malaprop  would  call  posthumorous  praise  of  it, 
knowing  well  that  what’s  sauce  for  the  public  goose 
is  gravy  for  the  governmental  gander.  So  it  would 
surprise  nobody  if  in  a  year  or  two  you  should  be 
listening  to  a  moving  and  inspiring  address  on  free 
enterprise  by  Uncle  Joe  at  the  Annual  Meeting  of  the 
National  Association  of  Manufacturers,  any  more 
than  it  is  mainly  a  matter  of  merely  professional  in¬ 
terest  to  the  press  that  soldiers  surround  the  hotel 
at  Hot  Springs  where  the  first  international  confer¬ 
ence  of  the  free  peoples  of  the  world  following  the 
Atlantic  Charter  is  being  held  today. 

In  this,  as  in  other  matters,  we  all  live  today  amid 
that  carefully  coordinated  confusion  of  tongues  called 
semantics,  comfortably  quartered  in  that  modern 
Tower  of  Babel  beautifully  planned  by  our  bureau- 
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cracies,  where  we  are  told  the  word  for  everything  and 
the  meaning  of  nothing,  and  the  end  of  every  sen¬ 
tence  cancels  out  the  beginning,  and  the  significance 
of  all  ideas  is  identical.  Thus  it  is  that,  in  thought 
and  speech  and  action,  even  informed  and  honest  men 
in  business,  labor  or  government  today,  can  talk  of 
freedom,  security,  opportunity,  authority,  responsi¬ 
bility,  cooperation,  mixed  economies,  national  plan¬ 
ning,  free  enterprise  and  full  employment,  at  the  same 
time  and  in  the  same  breath,  without  knowing,  caring 
or  believing  that  any  of  these  things  are  irreconcil¬ 
able  contradictions  both  in  the  mind  of  man  and  in 
the  facts  of  life.  Thus  it  is  that,  without  stirring  the 
mind  or  emotion  of  almost  any  man  in  America,  her 
government  can  presume  to  mark  off  and  apportion 
the  freedom  of  the  people  of  the  world  on  a  point 
system,  and  propose  to  revise  and  republish  the  Bill  of 
Rights  as  a  permanent  ration  book  of  liberty  for  the 
future.  This  may  mean  many  things  to  many  people, 
but  to  me  only  one  of  them  seems  important  and 
fundamental.  It  means  that  the  idea  and  the  fact  of 
freedom  are  losing  their  significance  for  us  simply  be¬ 
cause  we  have  lost  the  capacity  to  think,  which  is  the 
source  and  basis  of  freedom,  and  of  its  rediscovery 
in  America  a  mere  century  and  a  half  ago,  after  six 
thousand  years  of  almost  unbroken  subjection  of 
mankind  to  some  form  of  external  authority  and  force. 

Though  it  has  been  the  essential  function  and  stead¬ 
fast  effort  of  The  Conference  Board  to  find  and 
furnish  the  fact-tools  and  materials  of  the  mind  for 
those  in  American  business  management  and  labor 
who  are  moved  to  use  them  for  the  furtherance  of 
freedom,  it  is  too  much  to  expect  that  this  or  any 
other  institution  alone  can  recreate  the  capacity  to 
think  once  it  has  been  crippled  by  indifference  or 
disuse,  or  destroyed  by  the  force  of  authority  among 
great  masses  of  people.  So  far  as  I  am  concerned  I 
can  only  continue,  like  Galileo,  to  mumble  stubbornly 
beneath  my  breath  or  in  the  market  place,  whether 
before  the  political  inquisition  or  the  academic 
Sanhedrin,  that  earth  and  men  still  move  around  the 
sun  of  freedom,  under  the  power  of  opportunity  and 
effort  and  by  the  law  of  liberty,  not  under  the  force  of 
authority.  It  is  a  fundamental  fact,  to  which  every 
tested  fact  of  life  and  labor  ineluctably  leads,  that 
men  are  free,  that  ultimately  nothing  does  or  can 
command  or  control  their  creative  or  destructive 
powers,  their  thought  or  work,  except  themselves,  and 
that  this  inalienable  freedom  is  the  sole  source  of  all 
the  productive  prosperity,  social  security  and  spiritual 
progress  possible  for  them,  the  most  powerful  force 
which  they  can  employ  for  these  purposes  or  aspira¬ 
tions.  There  is  no  other  authority  or  compulsion  in 
any  form  which  can  add  anything  whatever  to  the 


creative  power  of  free  men,  or  do  more  than  diminish, 
consume  or  destroy  what  they  can  do  for  themselves. 

The  Forgotten  Plan 

Freedom  is  an  integral  fact,  an  inseparable  principle 
and  plan,  an  indivisible  unity  of  design  in  which  no 
interest  or  aspect  is  distinguishable  from  any  other. 
Whether  or  not  this  is  in  any  sense  one  world,  or 
might  or  should  be  in  respect  of  any  aspect  of  its  life, 
we  may  be  sure  that  there  is  and  can  be  only  one 
freedom  in  it  anywhere,  for  anybody.  Freedom  from 
want,  freedom  from  fear,  freedom  of  speech  and 
thought,  freedom  of  worship,  freedom  to  work,  free¬ 
dom  of  opportunity,  freedom  of  enterprise,  freedom  of 
possessions,  freedom  of  responsibility,  freedom  from 
force,  freedom  from  arbitrary  power  and  irresponsible 
authority,  freedom  from  ignorance,  error  and  false¬ 
hood — all  are  the  same,  each  an  inseparable  part  of  the 
single  frame,  and  whether  we  think,  speak,  work  or 
plan  for  the  future  as  economists,  labor  leaders,  public 
officials  or  business  men,  we  must  not  imagine  for  a 
moment  that  any  of  these  is  possible  for  us  without 
the  rest,  for  the  same  essential  fact  underlies  and  de¬ 
termines  all  of  them. 

So  I  suggest  to  you,  in  simple  humility,  as  both 
economist  and  a  citizen,  that  though  it  may  not  seem 
to  have  much  meaning  or  substance  to  most  of  us 
today,  in  all  our  planning  for  the  future  let  us  re¬ 
member  to  plan  for  freedom,  for  freedom  is  the  master 
plan  that  will  finally  prevail  over  every  other,  the 
only  frame  into  which  we  can  finally  fit  the  facts  of 
life  and  the  visions  of  men,  in  America  or  ultimately 
anywhere. 

We  must  plan  for  freedom  now,  because  in  all  our 
planning  for  the  future  in  our  time  freedom  is  “the 
forgotten  plan.”  Though  it  was  once  set  down  clearly 
and  in  complete  detail  long  ago  by  men  who  pledged 
their  life,  fortune  and  their  sacred  honor  to  draft  it, 
declare  it  and  defend  it,  it  is  today  the  forgotten  plan, 
the  forgotten  plan  that  was  made  for  the  first  time 
in  America,  the  original  American  plan,  drawn  by 
and  for  the  original  “forgotten  man”  of  Europe  and 
Asia  who  had  lived  through  all  the  changeless  annals 
of  his  centuries  till  then,  and  still  does,  in  the  iron 
frame  of  authority  and  force,  under  the  plan  of  com¬ 
pulsion  and  dependency.  Let  us  not  forget  it  now,  or 
take  it  for  granted  for  the  future,  in  any  of  our  plans, 
for  though  it  is  the  hardest  of  all  human  aspirations 
to  design,  or  implement,  or  sustain,  it  is  the  most 
profoundly  and  practically  important  to  us,  and  the 
cynical  sense  of  our  time  which  tells  us  that  freedom 
is  a  fine  thing  but  you  can’t  eat  it,  will  discover  before 
long  that  men  can  and  will  starve  in  body  and  in  soul 
without  it. 
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So,  lest  we  still  forget  it  in  the  designs  for  the  future 
vvhich'we  discuss  tonight,  let  me  remind  you  again,  as 
I  have  so  often  during  the  past  decade,  that  liberty 
is  not  granted  us  by  grace  of  governments,  constitu¬ 
tions,  courts  or  Congresses,  nor  can  we  depend  upon 
them  permanently  to  preserve  and  protect  it  for  us. 
It  does  not  prevail  or  persist  by  the  power  of  political 
traditions,  parties,  personalities  or  laws.  Liberty 
springs  solely  from  the  spirit  of  those  common  citizens 
who  have  the  will  and  the  courage  to  create  it  for 
themselves,  the  strength  and  integrity  to  accept  its 


responsibilities  and  pay  its  price,  the  valor,  vigilance 
and  fortitude  to  defend  it  even  with  their  life  against 
its  unseen,  incessant  and  insidious  enemies — indiffer¬ 
ence,  ignorance,  indolence  and  injustice.  Save  as  it  is 
more  precious  to  us  than  prosperity  or  peace,  com¬ 
fort  or  security,  it  will  never  exist  or  long  endure 
among  us. 

Every  man  in  each  generation  must  renew  and 
replenish  its  spirit  in  himself,  and  no  man  or  any  group 
can  demand  it  for  themselves  and  deny  it  to  others 
without  destroying  it  for  all. 


PRIVATE  INDUSTRY  AND  POSTWAR  EMPLOYMENT 

By  Paul  G.  Hoffman 

President,  The  Studebaker  Corporation,  Chairman  of  the  Committee 

for  Economic  Development 


OTHER  SPEAKERS  on  the  program  will  deal 
with  the  broader  aspects  of  postwar  reconstruc¬ 
tion.  I  propose  to  deal  with  only  one  phase  of  this 
complex  problem,  namely — employment  in  private 
industry.  As  Chairman  of  the  Committee  for  Econo¬ 
mic  Development,  my  attention  in  recent  months  has 
been  concentrated  on  this  very  narrow  but  most  im¬ 
portant  segment  of  the  overall  postwar  problem. 

It  is  my  studied  opinion  that  shortly  after  peace 
comes  America  will  have  to  attain  peacetime  pro¬ 
duction  and  employment  levels  which,  three  years 
ago,  would  have  seemed  fantastic.  Her  failure  to  do 
so  would  put  our  free  society  in  greatest  jeopardy. 

High-level  Employment 

A  high  level  of  employment  must  be  attained 
quickly  after  peace  comes,  because  too  much  unem¬ 
ployment  for  too  long  is  a  direct  invitation  to  dictator¬ 
ship.  Today  there  is  general  agreement  on  that  point. 
Perhaps  what  has  not  been  so  clearly  recognized  is  the 
further  point  that,  if  government  provides  too  many 
jobs  for  too  long,  the  result  will  be  exactly  the  same, 
so  far  as  the  effect  on  the  maintenance  of  a  free  society 
is  concerned.  Pressures  created  by  either  too  much 
employment,  or  by  too  much  government  employment, 
may  vary  somewhat  but  lead  to  the  same  result.  Too 
much  unemployment,  too  much  government  employ¬ 
ment  for  too  long,  either  or  both  spell  death  to  a  free 
society! 

While  we  must  keep  constantly  in  mind  the  need  for 
jobs,  high-level  employment  by  itself  is  not  enough. 
High-level  employment  alone  could  be  attained  very 
easily  if,  in  striving  for  that  goal,  we  disregarded  com¬ 


pletely  the  reasons  for  its  attainment — a  high  stand¬ 
ard  of  living  and  the  maintenance  of  our  free  society. 
To  avoid  hazards  in  the  attainment  of  those  objectives 
we  must  accept  as  our  primary  objective  high-level 
production  in  private  industry.  Let  us  never  forget 
that  there  just  is  no  substitute  for  work. 

In  my  approach  to  this  problem  of  postwar  em¬ 
ployment  in  private  industry  you  will  note  I  use  the 
term  high-level  employment  and  not  jull  employment. 
Full  employment  is  a  nice-sounding  phrase,  but  ex¬ 
actly  what  does  it  mean?  Does  it  mean  a  job  for  every 
man  and  woman,  for  every  husband  and  wife  in 
America?  If  so,  what  kind  of  a  job?  Does  it  mean  a 
job  working  forty  hours  a  week,  with  sufficient  pay 
to  provide  a  satisfactory  standard  of  living,  or  a  job 
working  twelve  hours  a  week  with  just  enough  pay 
to  provide  a  bare  existence?  Docs  it  mean  a  job 
created  by  giving  up  steamshovels  and  going  back  to 
handshovels  or,  for  that  matter,  teaspoons?  Without 
the  answer  to  those  questions,  the  term  full  employ¬ 
ment  is  utterly  meaningless  and  misleading. 

The  question  of  creating  jobs  as  a  result  of  techno¬ 
logical  advancement  deserves  special  emphasis.  De¬ 
spite  seeming  acceptance  of  the  premise  that  jobs  are 
created  by  selling  more  goods  for  less,  in  times  of 
stress  we  are  apt  to  forget  it.  If  there  are  any  ques¬ 
tions  in  your  mind  in  that  regard  they  should  be  an¬ 
swered  by  the  little-publicized  recent  report  of  the 
National  Bureau  of  Economic  Research  entitled  “Em¬ 
ployment  in  Manufacturing,  1899-1939 — .\n  Analysis 
of  Its  Relation  to  the  Volume  of  Production.”  In  this 
report  the  Bureau  points  out  that  the  industries  with 
particularly  large  increases  in  both  employment  and 
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output  between  1899  and  1939  were  in  general  those 
in  which  exceptionally  large  declines  occurred  in  em¬ 
ployment  per  unit  of  product.  It  mentions  the  auto¬ 
mobile  industry  as  having  cut  jobs  per  unit  most 
sharply  in  that  period  and  yet  registering  the  largest 
gains  both  in  total  numbers  employed  and  in  output. 
In  contrast,  the  lumber  industry  increased  its  em¬ 
ployment  per  unit  of  product  and  suffered  a  sharp 
reduction  both  in  total  employment  and  total  output. 
In  the  light  of  this  report  it  should  be  clear  to  you  why 
we  decided  to  make  high-level  production  our  primary 
objective. 

The  Committee  for  Economic  Development 

You  may  say  that  the  term  high-level  employment 
is  just  as  meaningless  as  full  employment.  Perhaps  it 
is,  until  its  meaning  is  spelled  out.  That  is  what  I  pro¬ 
pose  to  do.  When  the  Committee  for  Economic  De¬ 
velopment  was  organized  we  realized  that  if  we  hoped 
to  make  any  contribution  to  the  solution  of  the  post¬ 
war  employment  problem,  our  first  job  was  to  get 
the  facts.  Facts  are  illusive  and  lack  glamor,  but  I 
have  never  forgotten  what  President  Wilbur  of  Stan¬ 
ford  said  many  years  ago:  “If  you  don’t  get  the  facts, 
the  facts  will  get  you.”  Now,  I  propose  to  give  you 
the  facts.  I  propose  to  tell  you  exactly  what  we  be¬ 
lieve  will  constitute  high-level  employment  after  the 
war. 

In  order  to  develop  the  facts  we  went  back  to  1940, 
our  last  peacetime  year.  We  did  that  because  we  re¬ 
alized  that  there  is  no  relation  whatsoever  between  our 
present  war-economy  and  a  peacetime  economy.  Tak¬ 
ing  employment  first,  we  found  that  approximately 
forty-six  million  people  were  gainfully  employed  in 
the  United  States  in  1940.  Less  than  six  hundred 
thousand  of  them  were  either  serving  in  the  armed 
forces  or  working  in  armament  production.  From  an 
employment  standpoint,  the  situation  in  1940  was  not 
satisfactory  because  it  is  estimated  that  there  were 
from  six  to  nine  million  competent  workers  unem¬ 
ployed. 

In  contrast  to  1940,  it  is  estimated  that  by  the  end 
of  this  year  more  than  sixty-two  million  people  will 
be  employed  in  our  working-fighting  force,  and  of 
this  number  no  less  than  twenty  millions  will  be  di¬ 
rectly  engaged  in  the  manufacture  of  war  goods.  If 
we  had  to  provide  employment  for  all  these  people 
after  the  war  the  task  would  be  staggering,  but  that 
is  not  likely. 

Assuming  that  several  million  women,  along  with 
overage  and  underage  men,  will  return  to  their  homes 
after  the  fighting  stops,  leading  economists  estimate 
that  we  will  have  to  provide  regularly  something  like 
fifty-eight  million  jobs,  with  a  normal  work  week. 


to  have  a  satisfactory  level  of  employment.  Approxi¬ 
mately  two  million  of  these  will  be  in  the  armed 
forces,  so  that  industry  and  government  presumably 
will  have  to  provide  some  fifty-six  million  jobs. 

Jobs  stem  from  the  output  of  goods  and  services. 
The  economists  estimate  that  to  provide  fifty-six 
million  jobs  our  output  of  goods  and  services  in  the 
postwar  period  would  have  to  total  between  $135 
billion  and  $145  billion  a  year.  This  estimate  is  made  in 
terms  of  the  1940  dollar.  Please  note  I  speak  of  gross 
output  and  not  national  income.  You  can  appreciate 
the  enormity  of  that  job  when  I  tell  you  that  in  1940, 
when  our  gross  output  of  goods  and  services  exceeded 
that  for  any  previous  single  year,  it  totaled  less  than 
$100  billion.  Under  the  pressure  of  war  our  output  this 
year  is  expected  to  approximate  $155  billion  but,  as  I 
mentioned  before,  there  is  no  relation  whatsoever  be¬ 
tween  a  wartime  and  a  peacetime  economy. 

How  can  private  industry  achieve  the  high-level 
production  necessary  to  make  its  maximum  contribu¬ 
tion  to  the  attainment  of  what  we  consider  a  satis¬ 
factory  level  of  employment? 

I  should  like  to  answer  that  question  by  telling 
you  that  in  the  consideration  of  this  problem  the  men 
associated  with  me  in  the  Committee  for  Economic 
Development  have  come  to  two  main  conclusions: 

General  Conclusions 

1.  Individual  enterprises  must  start  now  to  plan 
their  own  postwar  products  and  postwar  markets; 

2.  The  environment  in  the  postwar  period  must 
be  favorable  to  the  expansion  of  enterprise. 

Now  I  should  like  to  tell  you  how  the  C.E.D.  pro¬ 
poses  to  make  its  contribution.  First,  let  me  mention 
that  I  have  no  confidence  whatever  in  the  ability  of 
any  agency — public  or  private — to  make  overall  plans 
for  our  economic  system,  or  for  our  business  program. 
However,  I  do  have  the  highest  confidence  in  the 
ability  of  individual  businessmen  to  plan  for  the  future 
of  their  own  businesses.  In  my  opinion  the  initiative 
and  resourcefulness  of  the  individual  enterprisers  in 
this  country  constitute  one  of  our  greatest  national 
resources.  The  problem  is  properly  to  develop  this 
great  resource,  to  stimulate  hard  thinking  on  the 
part  of  these  entrepreneurs. 

Plan  of  Attack 

The  job  of  stimulating,  encouraging  and  helping 
these  individual  enterprisers  make  their  own  postwar 
plans  is  the  responsibility  of  our  Field  Development 
Division.  This  division  is  headed  by  a  committee  of 
twelve  regional  chairmen,  one  for  each  of  the  federal 
reserve  districts.  These  regional  chairmen  are  appoint¬ 
ing  district  chairmen  who  are  responsible  for  the  or- 
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ganization  of  local  community  committees.  These 
local  committees  are  completely  autonomous.  Their 
job  is  to  mobilize  the  brains  in  their  communities  so 
that  the  communities,  themselves,  can  solve  their 
own  postwar  problems.  The  only  thing  we  ask  them  to 
do  is  to  pass  on  to  the  national  organization  any  ideas 
they  may  develop  so  that  we  may  make  them  avail¬ 
able  to  other  community  committees. 

We  are  not  overly  concerned  about  planning  by 
the  very  large  employers,  some  five  hundred  of  the 
three  million  business  establishments  in  this  country. 
They  have  the  resources  and  the  technical  ability  to 
do  a  first-class  job  of  their  own.  It  is  the  smaller 
businesses — the  approximately  two  million  actual  em¬ 
ployers  and  the  one  million  self-employers — which 
need  both  encouragement  and  help  in  getting  their 
programs  under  way.  In  the  aggregate  these  work- 
givers  provide  many  millions  of  jobs.  They  are  the 
grass  roots  from  which  our  economy  grows.  They  are 
the  shock  troops  we  must  use  to  win  our  objectives. 
They  must  start  planning  now,  and  they  must  plan 
boldly,  and  they  must  plan  intelligently . 

But  the  soundest  of  individual  planning  will  come 
a  cropper  unless  the  economic  environment — the 
business  climate  in  the  postwar  world — is  favorable 
to  expansion  of  enterprise. 

The  Conference  Board,  the  National  Bureau  of 
Economic  Research  and  the  universities  have  contri¬ 
buted  significantly  to  the  economic  thinking  of  our 
country  for  many  years.  The  Conference  Board  has 
done  excellent  work  over  the  past  twenty-seven  years. 
However,  there  is  such  a  tremendous  need  for  an  im¬ 
proved  climate  that  our  committee  felt  all  available 
economic  brainpower,  not  now  utilized,  should  be 
mobilized  and  concentrated  on  a  study  of  the  policies 
of  government,  business  and  labor,  that  have  an  im¬ 
portant  bearing  upon  production  and  employment. 
Our  group  firmly  believes  that  all  policies  which  inter¬ 
fere  in  any  way  with  expanding  production  and, 
therefore,  with  employment,  must  be  changed.  They 
took  the  position  that  the  approach  to  these  studies 
must  be  completely  objective,  and  solely  in  the  public 
interest.  They  finally  came  to  the  conclusion  that  we 
could  make  our  greatest  contribution  to  the  problem 
by  setting  up  an  entirely  new  temporary  research  or¬ 
ganization  to  carry  forward  studies  with  the  sole  ob¬ 
jective  of  suggesting  changes  which  would  help  to 
maintain  a  free  and  dynamic  society.  The  policies  to 
be  studied  are  being  selected  by  a  research  committee 
of  businessmen,  with  the  advice  of  a  distinguished 
group  of  economists  and  social  scientists  headed  by 
Dr.  Slichter  of  Harvard.  The  projects  themselves  are 
the  responsibility  of  our  research  staff  headed  by  Dr. 
Yntema  of  the  University  of  Chicago. 


The  research  group  will  go  into  a  lot  of  complex 
questions.  Incentives  for  venture  capital  will  be 
studied — and  the  impact  of  taxation  on  those  incen¬ 
tives.  They  may  suggest  how  best  war  contracts  may 
be  terminated  to  bring  about  fair  settlements  quickly, 
so  that  contractors  can  get  their  money  in  a  few 
months  and  turn  it  into  productive  channels  promptly. 
They  may  have  recommendations  about  the  disposal 
of  war  plants,  about  what  to  do  with  surplus  stocks 
at  the  end  of  the  war  .  .  .  and  about  many  other  prob¬ 
lems,  the  answers  to  which  may  easily  set  the  pattern 
of  our  economy  for  the  rest  of  this  century. 

The  economists  will  publish  their  conclusions  with¬ 
out  revision  or  censorship  from  the  businessmen  on 
the  committee.  The  latter  will  retain  only  one  pre¬ 
rogative  in  this  connection — that  is,  the  right  to  dis¬ 
sent. 

I  am  certain  that  much  good  will  come  as  a  result 
of  bringing  together  these  additional  professors  from 
their  ivory  towers  and  the  businessmen  from  their 
counting  houses  in  this  area  of  productive  social  ac¬ 
tion.  The  only  objective,  remember,  is  to  examine 
those  policies  which  affect  production  and,  therefore, 
job  creation,  and,  where  necessary,  to  recommend 
changes  in  the  interest  of  the  general  public  welfare. 

Any  policies  of  business  which  are  opposed  to  the 
general  public  welfare  should  give  way — as  should  any 
policies  of  government  or  labor.  If  we  are  going  to 
win  the  peace  after  this  war,  businessmen  will  have 
to  be  Americans  first  and  businessmen  second;  labor 
leaders,  Americans  first  and  labor  leaders  second.  That 
also  goes  for  the  farmers  and  the  government  ad¬ 
ministrators. 

Basic  Climate  Requirements 

I  am  looking  forward  to  studying  carefully  the 
findings  of  this  able  research  group.  Beliefs  that  I  now 
hold  quite  firmly  may  be  modified  by  these  studies — 
some  of  which  should  be  available  to  all  of  us  some¬ 
time  next  fall.  Nevertheless,  I  am  strongly  inclined 
to  believe  that  a  few  conditions  must  characterize  any 
economy  in  which  free  enterprise  is  to  remain  the 
structural  base.  Among  these  are: 

1.  There  must  be  a  restoration  of  rewards  for  risk¬ 
taking  on  the  part  of  business  and  industry.  Our  tax 
laws  must  be  so  revised  as  to  stimulate  vigorously 
the  entrance  of  venture-capital  into  productive  enter¬ 
prise — where  jobs  can  and  will  be  created. 

2.  Some  solution  must  be  found  for  the  special 
problems  of  small  businesses.  It  has  been  too  tough 
for  small  businesses  to  be  born  of  late — and  even 
tougher  for  them  to  stay  alive.  Small  business  is  the 
bedrock  of  the  free  enterpri.se  system. 

3.  Both  business  and  government  must  make  every 
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effort  to  see  that  competition  is  put  back  into  the 
competitive  system — to  the  fullest  extent  possible. 
Competition  is  a  stimulant  for  the  enterpriser.  With¬ 
out  it  his  initiative  and  resourcefulness  cannot  be 
brought  into  full  play. 

Our  Committee  is  concerned  directly  only  with  the 
domestic  economy.  But  the  international  economic 
climate  which  prevails  after  the  war  will  have  an  im¬ 
portant  bearing  on  employment  in  private  industry 
in  America.  Because  of  the  great  strides  being  made 
in  the  field  of  aeronautics,  all  natural  boundaries  are 
disappearing  rapidly.  America  of  the  postwar  period 
will  hold  an  entirely  different  position  in  this  world 
of  ours  than  the  America  of  the  Thirties.  By  the  time 
this  war  ends  every  country  in  the  world  will  be  our 
close  neighbor.  In  the  light  of  this  geographical  revo¬ 
lution,  does  not  isolationism  become  a  thing  of  the 
past?  Are  not  those  of  us  who  persist  in  thinking  as 
isolationists  headed  down  a  blind  alley? 

The  Challenge  Can  Be  Met 

Given  a  favorable  economic  climate,  given  the 
courage  to  plan  boldly,  and  given  the  will  to  do  the 
job,  we  have  every  chance  of  meeting  the  challenge  of 
postwar  production  and  employment  successfully — 
because  the  market  is  going  to  be  there  ...  in  a  big 
way. 

Certainly  the  desire  for  goods  will  be  in  the  people’s 
hearts.  The  money  to  buy  will  be  in  their  hands.  As 
the  war  ends,  the  nation  will  be  experiencing  a  boom 
in  terms  of  national  income — and  a  depression  in 
terms  of  what  civilians  have  been  able  to  buy  with  the 


income.  People  will  want  new  things;  many  of  them 
will  need  new  things;  and  almost  all  of  them  will  have 
more  savings  than  they  ever  had  before  in  their  lives. 

Even  in  the  field  of  capital  goods,  vast  immediate 
expenditures  for  reconverting  production  back  to 
peacetime  output  will  be  necessary  in  many  plants, 
where  armament  machinery  will  become  as  useless  as 
as  did  peacetime  tools  when  war  began.  “Most  of  the 
normal  replacement,  as  well  as  the  desired  increases 
in  capacity,  will  necessarily  be  postponed  until  after 
the  war,”  says  the  Department  of  Commerce’s  new 
study,  “Markets  After  the  War,”  “and  that  is  accen¬ 
tuated  by  a  forced  liquidation  of  business  inventories 
beginning  in  the  last  half  of  1942.” 

Moreover,  in  this  short  war  period  we  have  com¬ 
pacted  as  much  technological  development  as  might 
ordinarly  have  taken  place  in  a  couple  of  decades. 

All  these  factors  will  combine  to  help  us  get  jobs  to 
the  idle  millions  before  long  unemployment  brings 
them  fear,  and  disillusionment,  and  want. 

Attacking  this  task  of  insuring  high-level  produc¬ 
tion  and  employment  gives  us  as  businessmen  an  in¬ 
spiring  chance — by  bold  action  based  on  bold  plan¬ 
ning — to  help  build  a  better  new  world.  Certainly 
none  of  us  wants  to  go  back  to  the  prewar  world  of 
the  Twenties  or  the  Thirties.  Americans  are  fighting 
and  dying  all  over  the  world  to  preserve  your  freedom 
and  mine.  The  least  we  can  do  for  your  boys  and  mine 
is  to  assure  them  they  will  come  back  to  an  America 
offering  that  greatest  security  of  all — security  of  op¬ 
portunity.  As  has  been  so  well  said,  let  us  take  our 
hats  off  to  the  past  but  our  coats  off  for  the  future. 


LABOR’S  PART  IN  PLANNING 

By  James  B.  Carey 

Secretary -Treasurer,  Congress  of  Industrial  Organizations 


COLLABORATION  between  labor  and  manage¬ 
ment  in  preparing  for  postwar  reconstruction  is 
of  the  utmost  importance.  Indeed,  these  are  the  main 
points  I  wish  to  impress  upon  you — that  labor’s  as¬ 
pirations  are  part  of  those  of  the  American  people, 
and  that  business,  labor  and  the  government  must 
work  together  to  arrive  at  a  successful  solution  of 
postwar  problems. 

The  Coming  Test  of  Democracy 
Democracy  in  this  country  will  face  its  greatest 
test  in  the  next  few  years.  Our  nation  is  bound  to 
emerge  from  this  war  stronger  than  ever  before  and 


consequently  in  a  position  of  greater  responsibility. 
Our  marvelous  productive  eflS.ciency  and  resources 
are  again  turning  the  tide  of  battle,  but  we  have  still 
to  prove  that  we  can  produce  in  peace  as  we  are  doing 
in  war.  We  will  be  faced  with  tremendous  problems 
of  readjustment,  social  as  well  as  economic.  These 
cannot  be  solved  in  terms  of  a  return  to  normalcy. 
The  American  people  do  not  want  to  go  back  to  the 
mass  unemployment  of  the  Nineteen  Thirties.  We 
know  now  what  full  employment  and  full  production 
can  mean.  We  must  find  ways  of  avoiding  past  mis¬ 
takes  and  creating  better  ways  of  doing  things.  As  a 
British  writer  has  pointed  out,  the  great  nations  after 
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the  last  war  thought  in  terms  of  return  to  the  status 
quo.  The  most-used  nouns  of  those  days  began  with 
“re-”:  return,  reparations,  reconstruction,  readjust¬ 
ment,  restoration,  rehabilitation,  etc.  This  failure  to 
acknowledge  the  necessity  for  a  new  approach  gave 
Hitler  his  chance. 

I  hope  and  believe  that  this  lesson  has  been  learned 
and  that  our  example  and  our  aid  can  be  a  boon  to 
people  with  similar  ideals  in  other  countries.  But  if 
we  fail  in  this  great  test,  other  systems  not  based  on 
democracy  will  triumph  in  many  portions  of  the 
world — perhaps  here,  too. 

I  believe  that  we  can  work  out  a  democratic  solu¬ 
tion  of  our  problems  because  the  great  majority  of 
Americans  have  common  ideals  and  goals  which  form 
an  underlying  basis  for  agreement.  These  common 
goals  include:  full  use  of  our  vast  resources;  the  end¬ 
ing  of  poverty;  the  provision  of  decent  levels  of  living 
and  security  for  everyone;  orderly  and  peaceful  solu¬ 
tion  of  our  problems;  democracy  and  the  four  free¬ 
doms;  and  international  cooperation  for  peace.  Per¬ 
haps  I  should  also  include  opportunity — opportunity 
for  the  business  man  to  make  profits  and  for  every 
individual  to  use  his  abilities  to  the  utmost  to  make 
a  decent  living  and  to  enjoy  the  intellectual  and  cul¬ 
tural  fruits  of  civilization.  I  hope  you  will  agree  with 
me  that  these  are  indeed  goals  common  to  most  Ameri¬ 
cans  and  that  they  should  provide  an  adequate  basis 
for  constructive  agreement. 

Your  earlier  discussions  have  presumably  already 
touched  on  the  tremendous  problems  that  will  con¬ 
front  us  when  the  guns  cease  firing.  Millions  of  men 
must  be  demobilized  and  reabsorbed  into  civilian  life. 
IMillions  of  war  workers  must  be  provided  with  peace¬ 
time  jobs.  Billions  of  dollars’  worth  of  plant  and  equip¬ 
ment  must  not  stand  idle  while  people  walk  the  streets 
and  the  world  needs  to  be  built  anew. 

Every  effort  must  be  made  by  all  those  concerned 
with  the  solution  of  these  problems,  not  only  to  reach 
socially  beneficial  conclusions  based  on  understanding 
and  experience,  but  to  interchange  ideas  with  other 
groups  of  different  background  and  experience. 

Labor,  like  management,  is  deeply  concerned  with 
the  postwar  period.  Your  emphasis  is  on  full  produc¬ 
tion,  ours  is  on  full  employment,  twin  aspects  of  the 
vital  issue  of  an  improved  society.  The  people  now 
know  the  scope  of  our  productivity  and  will  never 
again  accept  poverty  in  the  midst  of  plenty.  Industry 
and  agriculture  must  be  used  to  capacity  to  provide 
decent  living  levels  for  everyone.  A  broad  social  se¬ 
curity  program  must  insure  necessary  goods  and  ser¬ 
vices  even  when  usual  sources  of  income  are  removed. 

There  will  come  a  time,  for  instance,  when  it  will 
seem  as  senseless  and  cruel  to  permit  any  child  to  grow 


up  without  adequate  nutrition  as  the  jailing  of  insane 
people  a  century  ago  now  seems  to  us.  More  so,  in 
fact — for  many  of  the  insane  were  unfitted  ever  to 
function  in  society,  whereas  the  nation’s  children  are 
its  greatest  potential  asset.  On  their  physical  and 
technical  skills,  on  their  intelligence  and  imagination, 
depends  the  nation’s  future. 

The  Need  for  Continued  Controls 

In  order  to  accomplish  our  broad  aims  immediately 
after  the  war,  controls  must  be  continued  over  prices, 
profits,  wages  and  scarce  materials,  to  provide  econo¬ 
mic  stability  and  maximum  distribution  during  an 
orderly  transition  to  full  peacetime  production.  Labor 
participation  in  determination  of  administrative  poli¬ 
cies  must  be  continued  and  increased.  Labor-manage¬ 
ment  cooperation  within  the  basic  industries  must 
also  be  extended.  Public  projects  must  be  planned 
now  to  take  up  the  slack  if  private  enterprise  proves 
insufficient  to  maintain  full  employment.  There  must 
be  planning  now  also  for  the  disposal  of  government- 
owned  plants  and  equipment,  which  are  of  vast  ex¬ 
tent.  There  must  be  extension  of  educational  and 
health  facilities  for  all  the  people. 

In  the  international  field,  labor  is  concerned  not 
only  wth  peace  but  with  international  cooperation  to 
raise  levels  of  living  and  to  extend  democratic  institu¬ 
tions.  A  labor  movement  in  every  country  will  be  the 
best  way  to  guarantee  these. 

If  these  goals  can  be  reached,  they  will  go  far  to¬ 
ward  helping  solve  other  difficult  problems  which  have 
long  plagued  the  world.  Full  employment  and  full  pro¬ 
duction  within  a  democratic  society  would  largely  re¬ 
move  the  insecurities  and  frustrations  which  cause 
much  social  maladjustment  among  individuals  and 
groups.  Problems  of  racial  discrimination,  for  example, 
and  discrimination  against  employment  of  women  are 
among  these  maladjustments. 

The  disposition  of  plants  and  facilities  owned  by 
the  government  and  privately  operated  for  war  pur¬ 
poses  will  have  a  tremendous  influence  on  the  future 
of  our  economy.  Before  the  defense  program,  the 
book  value  of  all  manufacturing  plant  and  equipment 
in  this  country  was  $22V^  billion.  Replacement  value 
was  $50  billion  to  $60  billion.  The  government  has  in¬ 
vested  about  $16  billion  in  plants  and  facilities  in  the 
last  few  years.  Some  $14  billion  worth  are  capable  of 
conversion  to  constructive  use.  These  constitute  a 
very  substantial  portion  of  our  total  manufacturing 
equipment.  It  is  imperative  that  they  be  converted  as 
rapidly  as  possible  to  peacetime  production  and 
utilized  to  the  maximum.  They  will  be  an  important 
factor  in  determining  whether  the  nation  does  achieve 
full  employment  and  adequate  social  security. 
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Unfortunately,  many  businessmen  hope  that  the 
disposition  of  these  facilities  will  be  left  entirely  to 
private  business.  They  do  not  wish  government  and 
labor  to  participate  in  preparations  for  plant  conver¬ 
sion  and  utilization.  If  this  view  prevails,  the  conse¬ 
quences  will  be  catastrophic  for  vaunted  free  enter¬ 
prise.  Without  overall  planning  for  the  effective  use  of 
these  facilities  we  are  bound  again  to  have  idle  ma¬ 
chines  and  idle  men.  Indeed,  much  valuable  capacity 
may  be  deliberately  plowed  under. 

There  is  grave  danger,  too,  of  government-financed 
facilities  contributing  to  further  concentration  of 
wealth  and  power.  The  corporations  which  already 
own  dozens  of  plants  would  tend  to  acquire  the  largest 
proportion  of  the  new  facilities.  Without  government 
and  labor  intervention,  huge  corporations  will  natur¬ 
ally  revert  to  polieies  of  restricting  production  and 
charging  higher  prices  per  unit.  Only  if  mass  produc¬ 
tion  techniques  are  released  from  restrictive  policies 
can  full  employment  be  achieved.  The  goal  must  be 
maximum  utilization,  with  low  unit  costs  and  low 
prices.  These  will  bring  domestic  prosperity.  They  will 
also  make  possible  expansion  of  our  international 
trade.  European  countries  are  experienced  in  the  use 
of  cartels  to  promote  export.  If  our  manufacturers 
have  high  unit  costs  resulting  from  use  of  only  part 
of  their  capacity,  they  will  be  undersold  by  foreign 
countries  which  have  fewer  resources  but  lower  levels 
of  living  and  lower  labor  costs. 

The  possibilities  of  war  profiteering  do  not  end  with 
the  war.  The  people  of  the  United  States  have  been 
told  that  no  one  is  to  profit  from  this  conflict.  Un¬ 
fortunately,  this  principle  has  not  been  carried  out, 
and  morale  and  production  have  already  suffered  as 
a  result.  If,  when  peace  comes,  private  individuals — 
and  especially  those  who  already  have  great  wealth 
and  power — are  allowed  to  seize  the  opportunity  to 
make  huge  private  gains  at  the  expense  of  the  nation, 
through  securing  use  of  these  government-financed 
plants  and  facilities,  there  will  be  deep  resentment 
among  the  people.  Victory  will  have  been  attained 
by  the  entire  nation.  There  should  be  no  spoils  for 
the  few. 

How  can  the  resistance  of  the  spokesmen  of  in¬ 
dustry  to  cooperation  with  labor  and  government  on 
such  problems  be  broken  down?  How  can  manage¬ 
ment  be  convinced  that  refusal  to  collaborate  with 
labor  and  the  government  will  bring  disaster?  History 
provides  adequate  evidence  that  the  few  can’t  keep 
on  eating  cake  forever  if  the  many  do  not  have  bread. 
The  concepts  of  full  employment  and  social  security, 
with  decent  levels  of  living  for  everyone,  have  now 
become  so  widespread  that  an  economic  system  which 
does  not  provide  them  cannot  long  endure.  The  aspira¬ 


tions  of  working  men  and  women  for  these  goals  are 
in  accord  with  American  tradition  and  with  technolo¬ 
gical  possibilities.  They  are  in  accord,  too,  with  the 
future  welfare  of  all  members  of  the  community. 

The  continuation  of  any  modern  political  and  eco¬ 
nomic  system  depends  on  its  ability  to  recognize  the 
needs  of  the  people  and  adjust  itself  to  them.  Some 
students  of  history  have  concluded  that  those  with 
vested  interests,  unable  to  make  necessary  adjust¬ 
ments,  resist  until  violent  revolution  sweeps  all  their 
privileges  away.  I  do  not  agree  with  this  point  of  view 
for  America.  I  believe  that  our  democracy  can  solve 
its  basic  problems  intelligently.  For  this,  I  am  con¬ 
vinced,  greater  understanding  and  collaboration  be¬ 
tween  labor  and  management  are  essential. 

Some  of  you  may  believe  that  the  demands  of  labor 
are  cooked  up  by  ambitious  leaders.  Let  me  assure 
you  in  all  earnestness  that  this  is  a  false  concept.  The 
labor  movement  is  a  natural  expression  of  the  desires 
of  working  men  and  women.  Over  a  period  of  time 
only  those  leaders  can  survive  who  in  fact  represent 
the  aspirations  of  their  members  in  democratic  unions. 

At  the  present  time  union  leaders  are  under  constant 
pressure  from  their  members  to  try  to  prevent  price 
increases  and  to  remove  unfair  restrictions  on  wages. 
The  restlessness  of  union  men  and  women  occasionally 
is  emphasized  by  unauthorized  strikes  which  occur  in 
spite  of  the  best  efforts  of  labor  officials.  The  demand 
for  full  employment  and  social  security  will  manifest 
itself  with  terrific  force  if  mass  unemployment  again 
occurs.  Not  the  proposals  of  labor  leaders  but  a  genuine 
spontaneous  mass  movement  will  in  that  case  precipi¬ 
tate  rapid  social  changes  which  may  be  less  construc¬ 
tive  than  those  achieved  by  prudence  and  foresight. 

Labor  Participation  in  Policy  Forming 

The  value  of  labor  participation  in  formulating  na¬ 
tional  economic  policies  has  already  been  amply 
demonstrated.  Back  in  those  far-off  days  of  the  Twen¬ 
ties,  labor  men  warned  that  without  higher  employ¬ 
ment  levels  and  higher  wages  the  boom  could  not  go 
on.  After  the  crash  had  verified  their  prophecies  and 
the  nation  had  undergone  severe  suffering  and 
economic  loss,  the  New  Deal  was  initiated.  And  with 
the  New  Deal  came  legislation  which  imposed  concrete 
proposals  advocated  by  labor — for  example,  minimum 
wages  and  social  security.  There  was  as  much  opposi¬ 
tion  on  the  part  of  many  businessmen  to  those  mea¬ 
sures  then  as  there  is  opposition  now  to  other  social 
reforms  identified  with  the  New  Deal.  Yet  the  basic 
principles  of  this  legislation  are  now  widely  accepted 
by  spokesmen  for  management. 

There  was  Section  7A,  too,  and  all  the  turmoil  and 
horrified  opposition  aroused  by  the  declaration  of  the 


PREPARING  FOR  POSTWAR  RECONSTRUCTION 


13 


right  of  labor  to  choose  its  own  representatives  for 
collective  bargaining.  Even  after  passage  of  the  Na¬ 
tional  Labor  Relations  Act,  efforts  of  labor  to  organize 
without  interference  were  combatted  with  company 
unions,  labor  spies  and  tear  gas.  Yet  today,  employers 
who  declared  that  they  would  close  their  plants  and 
grow  potatoes  rather  than  recognize  labor  unions  are 
dealing  satisfactorily  with  labor  organizations.  In  two 
such  former  anti-union  strongholds  as  the  steel  and 
automobile  industries,  CIO  organizations  now  include 
about  one  million  members  each.  Company  officials 
have  discovered  that  the  unions  which  they  feared 
would  ruin  their  businesses  and  interfere  hopelessly 
with  their  prerogatives,  have  in  fact  been  most  effi¬ 
cient  aides  in  suggesting  methods  of  increasing  produc¬ 
tion.  The  wage  increases  resulting  from  organization 
have  provided  purchasing  power  essential  to  provide 
markets  for  the  output  of  mass  production  industries. 
Labors  much-fought-for  claims  as  to  the  social  value 
of  unionism  have  thus  been  demonstrated  to  be 
correct. 

More  recently  we  have  had  unfortunate  demonstra¬ 
tions  of  the  effects  of  lack  of  understanding  and  co¬ 
operation  between  business,  labor  and  government. 
When  the  nation  became  involved  in  war,  each  of 
these  groups  made  plans  for  war  production.  But  the 
plans  were  made  separately,  without  adequate  pool¬ 
ing  of  experience.  Expansion  of  capacity  was  long  de¬ 
layed  in  steel,  in  aluminum,  in  airplane  production. 
The  nation  will  pay  in  hundreds  of  thousands  of  lives 
for  the  resultant  lack  of  war  machines  that  could  now 
be  in  use. 

Labor’s  Fight  Against  Inflation 

Organized  labor  today  is  bearing  the  major  burden 
of  the  fight  against  inflation.  At  times  the  members 
of  the  Labor  Policy  Committee  of  OPA  indeed  feel  that 
they  are  carrying  on  the  fight  single-handed,  with 
business  definitely  lined  up  on  the  other  side.  It  has 
been  labor  that  insisted  on  specific  price  ceilings  uni¬ 
form  for  all  retailers  in  the  same  class.  It  has  been  labor 
that  has  struggled  hard  but  vainly  to  secure  grade 
labeling  and  prevent  deterioration  of  quality,  which 
is  a  concealed  form  of  price  increase. 

On  one  occasion,  an  important  price  control  official 
told  the  labor  representatives  that  they  were  the  only 
ones  coming  to  him  asking  for  price  control.  All  other 
visitors,  he  said,  were  seeking  higher  rates  for  their 
own  businesses,  and  were  exerting  great  pressure 
against  effective  stabilization.  And  the  messages  he 
received  from  Congressmen  were  all  in  support  of 
concessions  in  special  instances.  The  combined  influ¬ 


ence  of  such  pressures  is  responsible  for  the  price  in¬ 
creases  that  have  occurred.  It  is  labor  that  is  seeking 
a  roll-back  of  prices  to  September  15,  with  subsidies 
where  necessary  to  achieve  this  result. 

We  are  not  too  optimistic  in  our  battle  for  economic 
stability  against  the  mobilized  pressure  of  special  in¬ 
terest  groups.  But  we  do  feel  that  in  making  this  fight 
we  are  protecting  not  only  ourselves  but  society  as  a 
whole,  especially  those  middle-class  elements  with  a 
fixed  income. 

A  practical  understanding  of  politics  and  economics 
and  a  knowledge  of  the  psychology  of  people  and  situa¬ 
tions  are  essential  in  making  plans  for  an  orderly  post¬ 
war  transition.  Labor  unions,  functioning  throughout 
an  entire  industry,  understand  what  goes  on  within 
the  plants  and  what  are  the  interests  of  the  men  and 
women  who  work  in  them.  It  is  therefore  logical  for 
unions  to  take  the  broad  view  and  promote  the  wel¬ 
fare  of  society  as  a  whole.  The  strength  of  democracy 
lies  in  the  utilization  of  the  ability  and  enthusiasm  of 
the  people.  The  intelligence  and  understanding  of  the 
workers  must  be  tapped  if  a  cooperative  solution  of 
the  problems  confronting  us  is  to  be  found. 

Why  shouldn’t  there  be  immediate  collaboration  on 
some  of  the  most  important  questions  affecting  labor, 
management  and  the  government.^  The  AFL,  the  CIO, 
the  NAM,  and  the  Chamber  of  Commerce  already  are 
represented  on  various  advisory  committees  of  gov¬ 
ernment  agencies.  Why  should  not  these  groups  be 
given  more  specific  responsibilities  in  preparing  for  the 
postwar  transition  period If  these  organizations  were 
represented  on  boards  dealing  with  problems  of  orderly 
attainment  of  full  employment,  then  the  nation  could 
be  sure  that  persons  who  will  deal  later  with  these 
problems  are  adequately  represented  in  the  formula¬ 
tion  of  policies  and  procedures. 

The  question  of  today  and  tomorrow  is  not  whether 
we  are  going  to  have  a  controlled  economy,  but  who 
is  going  to  control  it.  Free  enterprise  has  become  a 
favorite  phrase  in  some  quarters.  But  real  freedom 
of  enterprise  had  died  before  the  Twentieth  Century. 
Huge  aggregates  of  capital  are  necessary  for  modern 
mass  production  equipment.  Without  some  planning, 
the  economic  system  runs  amuck,  as  it  did  after  1929. 
iManagement  itself  has  had  to  impose  controls  on 
prices  and  on  production,  in  violation  of  the  intent  of 
the  Anti-Trust  Act.  Labor  believes  the  decisions  of 
basic  importance  to  our  economy,  such  as  levels  of 
production  and  prices,  cannot  be  left  entirely  to  a 
small  group  of  big  businessmen.  Government  and  or¬ 
ganized  labor  must  participate  in  the.se  decisions  if 
the  economy  is  to  function,  as  it  should,  for  the  wel¬ 
fare  of  all  the  people. 
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PLANNING  A  BETTER  PEACE 

By  Norman  Angell 

Member,  British  Labor  Party;  Nobel  Peace  Prize,  1933 


NO  ONE  who  is  old  enough  to  recall  the  recon¬ 
struction  efforts  made  during  the  last  war,  can 
forget  with  what  optimism  we  approached  that  task 
of  reconstruction  and  what  great  expectations  we  had 
formed  of  the  outcome.  You  know,  we  know — the 
years  of  the  depression  taught  us — the  tragic  anti¬ 
climax. 

I  suggest  that  if  we  are  to  avoid  a  similar  tragedy 
of  reconstruction  going  to  pieces,  we  have  to  examine 
the  nature  of  the  mistakes  we  made,  how  our  failure 
is  explained.  Because  if  we  don’t,  we  are  quite  capable 
of  making  the  same  or  similar  mistakes  again  and  fail¬ 
ing  again. 

Need  for  a  Sound  Political  Basis 

In  the  light  of  that  experience  I  want  to  suggest 
that  there  are  two  mistakes  we  then  made  of  which 
we  have  to  be  aware.  The  first  was  that  we  seemed  all 
but  completely  to  overlook  the  necessary  political 
bases  of  economic  reconstruction.  By  political  bases 
I  mean  order,  peace,  the  absence  of  violence  and  war. 
It  is  no  good  having  the  most  beautifully  symmetrical 
plans  of  reconstruction,  whether  they  are  concerned 
with  transportation,  petroleum,  mining,  building,  utili¬ 
ties,  manufacturing,  banking,  investment,  labor  prob¬ 
lems,  if,  just  as  they  are  beginning  to  work,  the  whole 
thing  is  thrown  into  the  melting  pot  by  some  new  war 
or  indeed  by  the  fear  of  war  and  the  concentration  of 
all  effort  upon  meeting  it. 

Lessons  from  1918-1939 

The  ink  on  the  last  peace  treaty  was  hardly  dry 
before  the  grand  alliance  which  had  fought  the  war 
against  Germany  had  gone  to  pieces.  Long  before  the 
Peace  Conference  was  over,  bitter  differences  had 
arisen  between  practically  every  member  of  the  alli¬ 
ance.  Britain  and  America  were  at  outs  with  one  an¬ 
other  and  both  with  France.  France,  you  recall,  had 
surrendered  her  policy  of  a  separate  Rhineland  Re¬ 
public  and  a  complete  permanently  fortified  Rhine 
frontier,  in  return  for  a  promise  of  aid  from  Britain 
and  America  in  the  event  of  another  German  attack. 

Those  Anglo-American  guarantees  of  French  se¬ 
curity  were  never  ratified;  and  it  was  from  that  mo¬ 
ment  that  the  postwar  peace  of  Europe  began  to  dis¬ 
integrate.  France  adopted  towards  Germany  a  policy 
of  inflicting  damage  with  the  idea  of  keeping  her  weak. 


The  Ruhr  invasion  a  little  later  was  a  characteristic 
feature  of  that  policy.  We  in  Britain  and  America 
were  shocked,  but  we  failed  to  do  the  one  thing  which 
would  have  stopped  this  policy;  we  failed,  that  is,  to 
say  to  France,  “We  will  guarantee  your  security  by 
everything  we  have,  if  you  on  your  side  will  so  be¬ 
have  towards  Germany  as  to  give  this  Weimar  Re¬ 
public  a  chance  of  life.”  We  did  not  do  this,  which 
would  have  helped  a  decent  Germany  to  survive.  We 
did,  however,  adopt  a  quite  futile  pro-Germanism.  We 
began  to  say — particularly  in  America — that  Germany 
had  been  badly  treated;  that  the  Treaty  of  Versailles 
was  a  wicked  document,  and  much  more  to  the  same 
effect.  The  result  was  to  encourage  the  growth  in 
France  of  an  Anglophobia  which  was  to  explode  later 
at  a  tragic  moment,  and  to  involve  the  surrender  of 
France  to  Hitler. 

Meantime,  the  dissolution  of  the  association  which 
had  secured  victory  in  1918  went  on.  France  and 
Britain  and  America  became  separated  from  Russia, 
and  mutual  distrust  grew.  Japan,  one  of  the  Allies, 
attacked  another  ally,  China;  later  Japan,  who  had 
fought  Germany,  became  Germany’s  ally;  Italy,  who, 
also,  had  been  the  enemy  of  Germany,  also  became 
her  ally. 

If  disintegrations  of  that  kind,  and  the  tempers 
which  go  with  them,  are  to  mark  the  period  of  victory 
when  it  comes,  what  is  the  good  of  talking  about 
economic  and  industrial  reconstruction?  How  could 
any  sort  of  reconstruction  have  any  chance,  how 
could  confidence  in  any  economic,  monetary,  banking 
or  financial  device  expect  to  succeed,  when  we  were 
living  on  a  volcano  of  that  kind? 

This  means  that  the  foundation  of  any  economic 
reconstruction  will  be  a  political  foundation.  A  politi¬ 
cal  foundation  means  in  plain  language  some  depend¬ 
able  arrangement  by  which  aggression,  by  which  war¬ 
making  from  any  quarter,  shall  be  prevented.  That 
of  itself,  of  course,  though  indispensable,  is  not  enough. 
Perhaps  we  don’t  always  distinguish  between  what  is 
indispensable  and  what  is  enough.  The  foundations 
are  not  the  house  and  you  can’t  live  in  foundations, 
but  neither  can  you  live  in  a  house  built  upon  rotten 
foundations.  The  economic  house  which  we  tried  to 
build  after  the  last  war  had  foundations  in  political 
quicksands.  It  never  in  fact  got  built  because  the  sands 
were  shifting,  and  such  of  it  as  we  did  manage  to  con¬ 
struct  came  all  tumbling  about  our  heads. 
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The  Collapse 

Just  note  what  has  underlain  that  collapse.  We  have 
seen  the  rights  and  freedoms  of  nearly  the  whole  of 
Christian  Europe  destroyed  by  a  relatively  small 
group  of  ruthless  and  evil  men;  twenty  states  have 
passed  under  the  power  of  one.  We  have  seen  states 
whose  democratic  freedoms  date  back  a  thousand 
years  to  Icelandic  sagas  overthrown  during  a  week¬ 
end.  Norway  and  Denmark  are  among  those  who  have 
passed  under  the  heel;  their  people  have  become  vic¬ 
tims  of  an  alien  and  detested  tyranny.  This  has  also 
been  the  fate  of  the  people  of  Belgium,  of  Holland,  of 
Poland,  of  Czechoslovakia,  of  Hungary,  of  Austria,  of 
Bulgaria,  of  Rumania,  of  France,  yes  and  of  Italy,  and 
of  a  great  part  of  the  German  people  themselves  who 
loathe  the  Nazi  regime  hardly  less  than  do  its  non- 
German  victims.  Populations  which  in  total  amount 
to  something  like  twice  the  population  of  the  United 
States  now  live  in  fear  and  dread  of  the  merciless 
terror  of  an  organization,  the  Nazi  Party,  which  does 
not  number  more  than  a  few  million  men. 

How  has  this  amazing  thing,  the  defeat  and  sub¬ 
jugation  of  vast  millions  by  just  a  few  evil  men,  come 
about.'’  Surely  that,  of  all  questions,  is  the  very  first 
which  should  concern  those  who  desire  to  develop  a 
free  and  humane  civilization.  For  if  we  refuse  to  face 
it,  boggle  at  answering  it,  evade  an  intellectually 
honest  answer,  then  it  is  quite  evident  that  humane 
and  free  civilization  cannot  endure. 

The  answer  to  the  question,  the  explanation  of  this 
amazing  domination  of  the  many  by  the  few,  is  ex¬ 
tremely  simple,  yet  the  answer  which  comes  nearest 
to  being  the  complete  and  obvious  answer  is  one  very 
seldom  given;  the  answer  which  we  all  in  some  measure 
evade. 

Divided  They  Fell 

These  states  have  perished  as  free  nations  because 
each  said  in  effect  this:  “We  refuse  to  be  concerned  in 
defending  the  security  or  the  rights  of  others;  we  will 
defend  only  our  own.”  Because  all  said  this  in  one 
form  or  another  they  were  all  at  Hitler’s  mercy;  at  his 
mercy  however  much  they  armed.  A  Norway  or  a 
Denmark  might  devote  ninety  per  cent  of  all  its  na¬ 
tional  resources  to  arms  and  they  would  still  be  at  his 
mercy.  How  could  a  Norway  of  less  than  three  millions 
defend  itself  against  a  Germany  of  eighty  millions? 
The  more  these  democracies  armed  while  refusing  to 
cooperate  for  mutual  defense,  the  better  were  the  Nazis 
pleased;  for  they  knew  that  given  this  one  condition 
of  separate  and  individual  defense,  the  arms  they  piled 
up  would,  by  their  inevitable  conquest,  become  in¬ 
struments  of  Nazi  power.  The  vast  armaments  of 
Czechoslovakia,  the  great  arsenal  of  the  Skoda  works. 


became  part  of  the  armament  of  Germany  without  the 
firing  of  a  single  shot  because  the  men  of  Munich  had 
for  years  made  their  slogan:  “We  will  not  defend 
others,  but  only  ourselves.”  The  slogan  had  become 
the  guiding  policy  of  all.  In  France  men  said  not 
merely,  “Why  should  we  fight  for  the  Czechs?”  but 
also  “Why  should  we  fight  for  the  English?”  The  idea 
had  eaten  into  the  heart  of  many  English,  who  years 
before  had  said:  “Why  should  we  fight  for  the  Man¬ 
churians,  or  the  Chinese,  or  the  Abyssinians,  or  the 
Spanish  Republicans,  or  for  Danzig  or  the  Rhineland?” 
From  the  moment  that  Hitler  could  get  those  whom 
he  desired  to  conquer  to  be  guided  by  such  slogans 
he  knew  full  well  that  they  would  be  at  his  mercy,  for 
he  could  pick  them  off  one  by  one.  As  I  happen  to 
have  said  about  a  thousand  times  this  last  twenty 
years,  ten  men  can  overcome  a  thousand  if  the  thou¬ 
sand  say  that  each  will  defend  himself  individually, 
for  in  that  case  the  ten  do  not  face  a  thousand;  they 
face  only  one.  One  at  a  time. 

Now  I  do  insist  that  we  are  here  confronting  a  fact 
self-evident  and  undeniable.  Is  it,  or  is  it  not,  true  that 
it  is  clearly  impossible  for  a  Norway,  or  a  Belgium,  a 
Holland  or  a  Czechoslovakia,  or  for  that  matter  a 
France,  or,  as  we  are  now  learning,  a  Britain,  to  defend 
itself  by  its  own  power?  Amongst  so  much  that  is  ob¬ 
scure,  doubtful,  uncertain,  we  have  something  here 
which  is  quite  certain,  quite  undeniable.  Indeed  we 
now — our  governments,  yours  and  mine — no  longer 
deny  it;  we  both  act  upon  it.  We  know  now  that  the 
defense  of  China  is  part  of  our  defense,  that  the  de¬ 
fense  of  Russia  is  part  of  that  defense. 

Collective  Defense 

This  is  the  most  hackneyed,  the  most  obvious,  the 
most  platitudinous,  and  tiresome,  of  all  the  truths  con¬ 
cerned  with  our  present  situation.  It  is  also  the  most 
important  and  the  most  passionately  repudiated  and 
(jenied.  Why  do  we  go  on  denying  the  most  elementary 
perhaps  of  all  the  social  truths,  the  truth  that  if  the 
most  vital  right  of  all,  the  right  to  life,  whether  of 
persons  or  of  states,  the  right  not  to  be  tortured, 
killed,  destroyed,  if  that  right  is  not  defended  col¬ 
lectively,  by  society  as  a  whole,  then  it  cannot  in  the 
long  run  be  defended  at  all;  that  if  we  will  not  defend 
other  nations — their  right  to  life,  then  inevitably  the 
time  will  come  when  it  is  impossible  to  defend  our 
own  nation — our  right  to  life?  If  each  is  to  be  his  own 
and  sole  defender,  then  any  minority  which  can  make 
itself  stronger  than  one  can  place  not  one,  but  all,  at 
its  mercy. 

We  admit  this  truth  as  self-evident  today,  a  plati¬ 
tude.  But  after  the  last  peace  we,  all  the  nations  more 
or  less,  denied  it  passionately.  It  was  objected  that  we 
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could  not  defend  the  law  or  the  status  quo  so  long  as 
they  were  unjust;  although  there  never  has  been  any¬ 
where  in  the  world,  and  there  never  will  be,  an  entirely 
just  law  or  status  quo.  We  were  told  that  the  way  to 
get  peace  between  nations  was  to  settle  the  differences 
between  them.  This  is  much  the  same  as  saying  that 
the  way  to  get  peace  within  the  nation  is  to  compose 
all  the  differences  which  divide  the  parties  within  it 
— Conservative,  Labor,  Tory,  Radical,  Republican, 
Democrat,  Socialist,  Capitalist.  But  this  is  not  only 
unrealizable  but  undesirable.  Of  set  purpose,  we  keep 
differences  alive  and  daily  create  new  ones,  for  we 
know  that  progress  and  freedom  are  born  of  them. 
What  we  insist  on,  however,  is  that  no  party  shall  use 
violence  or  impose  its  program  by  arms.  And  this  we 
achieve  by  coming  to  the  aid,  through  the  Constitu¬ 
tion,  of  any  party  organization,  trade  union,  church, 
or  individual  that  may  be  the  victim  of  armed  vio¬ 
lence.  And  by  that  common  action  in  support  of  law 
we  insure  that  the  changes  in  the  status  quo  shall  be 
peaceful. 

If  I  dwell  upon  truths  as  old  as  the  thinkers  of 
Athens  and  the  seers  of  Palestine,  it  is  because  we  are 
still,  in  the  midst  of  the  second  World  War,  denying 
them  as  first  and  last  things.  To  insure  the  right  to 
life,  the  right  of  the  ninety  per  cent  not  to  be  killed, 
destroyed  or  enslaved  by  the  ten  per  cent,  is  the  first 
right  which  we  have  to  insure,  because  without  it  no 
other  right  whatsoever,  whether  of  religious  or  in¬ 
tellectual  freedom  or  economic  welfare,  has  the  slight¬ 
est  value.  It  will  not  serve  much  purpose  to  tell  a  man 
that  society  will  defend  his  right  to  a  livelihood,  or 
to  go  to  the  church  which  he  prefers,  but  will  do  noth¬ 
ing  to  prevent  his  being  killed  in  his  church  or  his 
home,  whenever  some  gangster  takes  it  into  his  head 
so  to  do,  by  dropping  bombs  or  poison  gas.  Yet  to  pre¬ 
vent  that  is  not  going  to  be  easy.  It  is  going  to  be  ex¬ 
ceedingly  difficult.  History,  experience,  would  seem  to 

show  that  it  is  the  most  difficult  of  all  the  tasks  to 
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which  men  can  set  their  heads  and  hands.  Probably  it 
cannot  be  done  at  all  unless  we  put  it  first — put  it 
first,  not  because  it  is  the  only  thing  men  need  do, 
but  because,  unless  it  is  done,  all  other  objectives  will 
be  put  in  jeopardy.  We  did  not  put  it  first  at  the  last 
peace-making.  We  put  various  phases  of  nationalism 
and  nationalist  spites  a  long  way  ahead  of  it. 

The  Lure  oj  New  Economic  Orders 

We  are  not  putting  this  purpose  first  now.  Indeed, 
we  are  apt  to  insist  that  of  itself  it  will  not  suffice  to 
move  men;  that  the  people  will  not  work  and  fight 
merely  to  be  free  of  violence  and  terror  and  enslave¬ 
ment;  that  they  must  be  offered  new  economic  orders 


of  one  kind  or  another.  Yet  that  new  economic  order 
itself  cannot  possibly  survive — as  Russia  is  finding — 
unless  we  fulfil  this  other  condition  of  common  re¬ 
sistance  to  violence,  of  political  unity  rising  above 
economic  doctrine,  about  which,  incidentally,  men 
are  apt  to  quarrel  most  violently. 

The  political  principal  which  must  constitute  the 
foundation  of  economic  reconstruction  is  not,  after 
all,  very  complicated,  however  difficult  its  practical 
application  may  be  at  times.  We  must  recognize  that 
survival,  self-preservation,  and  defense  as  nations  is 
the  first  thing  we  have  to  insure.  We  now  know — or 
ought  to  know — that  defense  must  be  collective,  based 
on  common  action  against  aggression,  or  it  cannot 
exist  at  all. 

This  time  we  must  make  the  political  foundations 
sufficiently  secure  so  that  our  elaborate  planning  will 
not,  just  as  it  is  getting  under  weigh,  be  all  blown 
to  pieces  by  some  criminal  five  per  cent  of  the  world 
that  hopes  to  dominate  the  very  divided  and  quarrel¬ 
ing  ninety-five  per  cent. 

That,  it  seems  to  me,  is  the  one  lesson  we  have  not 
yet  perhaps  sufficiently  faced.  It  is  the  prerequisite  for 
the  success  of  the  plans  you  have  been  elaborating. 
But  there  is  another. 

The  Problem  of  Economic  Illiteracy 

The  final  sanction  for  these  plans  of  yours  will  be 
either  legislative  or  a  general  acceptance  by  the  peo¬ 
ple.  The  public,  in  other  words,  will  in  any  case  have 
the  last  word.  But  that  public — let  us  be  frank  and 
honest  about  it — was  revealed  after  the  last  war  as 
cursed  by  quite  incredible  economic  illiteracy.  I  have 
in  mind  such  examples  as  the  behavior  of  the  British 
and  French  publics  about  reparations. 

More  than  one  historian  has  declared  that  no  single 
factor  was  more  responsible  for  the  financial  and 
monetary  disintegration  after  the  last  war  than  what 
one  economist  has  called  the  “running  sore”  of  repara¬ 
tions  during  twelve  years;  the  uncertainty  which,  be¬ 
cause  of  that  unsettled  question,  hung  over  all  mone¬ 
tary  and  financial  settlement  and  arrangement.  If 
only  Britain  and  France  had  made  up  their  minds  to 
do  in  1920,  say,  what  they  did  twelve  years  later  at 
Lausanne,  much  of  the  economic  blizzard  might  have 
been  avoided,  possibly  runaway  inflation  in  Germany 
might  have  been  escaped;  in  any  case  the  problem 
would  have  been  much  easier.  And  if  the  inflation  over 
Central  Europe  had  been  avoided,  we  might  never 
have  heard  of  Adolf  Hitler. 

Why  did  the  public  take  twelve  years  to  make  a 
decision  which  could  have  been  made  in  one,  or,  for 
that  matter,  in  twelve  weeks.^ 
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"Money,”  Trade,  and  Debt 

I  remember  arguing  this  matter  with  some  members 
of  Parliament  who  later  were  my  own  colleagues  when 
I  sat  in  the  House.  They  were  demanding  that  Ger¬ 
many  should  pay  astronomieal  sums  and  they  at¬ 
tached  a  condition:  Germany  was  not  to  increase  her 
exports.  They  wanted  money,  not  goods — no  German 
eompetition  in  trade.  I  wanted  to  know  what  they 
meant  by  “money.”  If  we  had  been  able  to  take,  not 
merely  the  monetary  gold  in  Germany,  but  every  pair 
of  earrings,  we  could  only  have  collected  about  one 
per  cent  of  what  we  were  claiming:  I  asked  my  col¬ 
leagues  to  assume  that  we  had  taken  all  the  gold. 
How  would  they  then  propose  to  colleet  money  while 
prohibiting  any  inerease  in  German  exports? 

One  of  them,  a  very  popular  and  influential  figure, 
nevertheless  insisted  that,  if  the  government  had  suf¬ 
ficient  intestinal  fortitude,  it  could  collect  the  money. 
He  had  a  plan.  He  would  go  to  Berlin  with  a  regiment 
or  two  and  notify  the  German  Government  that  un¬ 
less  certain  trucks  he  had  ready  were  loaded  up  with 
the  money  they  owed  us  within  two  weeks,  twenty 
per  cent  of  the  German  Cabinet  would  be  executed. 
If  then  the  money  was  not  available,  another  twenty 
per  cent  would  be  executed.  It  would,  he  insisted,  get 
the  money. 

I  asked  him  to  imagine  that  his  plan  had  succeeded 
and  that  he  had  brought  this  money  to  London  and 
Paris.  What  would  he  do  with  it  there?  The  butcher 
and  baker  would  not  take  German  marks.  Nor  would 
the  income  tax  collector.  That  money  had  value  in  one 
place  in  the  world  only,  in  Germany,  where  truly  it 
could  be  exchanged  for  goods.  But  my  friends  had  im¬ 
posed  a  condition.  Those  goods  must  not  leave  Ger¬ 
many — German  exports  were  not  to  be  permitted. 
What,  therefore,  I  asked,  would  the  plan  amount  to? 
Having  collected  this  money  and  brought  it  to  Lon¬ 
don,  they  would  have  to  select  favored  portions  of  the 
population  and  have  them  migrate  to  Germany  and 
go  on  drinking  beer  until  the  reparations  were  ex¬ 
hausted. 

Is  that  difficult  to  see?  It  took  our  people  twelve 
years  to  see  it.  I  don’t  think  the  French  ever  saw  it. 
And  possibly  certain  senators  and  newspaper  pro¬ 
prietors  have  taken  secret  oaths  that  in  respect  of  the 
British  debt  they  never  shall  see  it. 

If  the  historians  arc  right  and  the  bungling  of 
reparations  did  play  a  large  part  in  producing  the 
financial  disorders  of  Europe,  a  sufficiently  large  part 
to  account  in  some  degree  for  the  rise  of  Hitler,  then 


the  future  historian  will  have  to  relate  that  European 
civilization  nearly  wrung  its  neck,  owing  to  failure  of 
the  public  to  understand  a  point  which  could  be  made 
clear  to  any  intelligent  adolescent  in  half  an  hour. 

Is  not  this  something  of  a  reflection  upon  an  educa¬ 
tion  that  is  presumed  to  prepare  us  for  democracy,  for 
giving  into  the  hands  of  millions  the  final  word  on 
these  policies,  economic,  financial,  monetary,  which  we 
have  been  discussing? 

Can  We  E.scape  the  Old  Fallacies 

I  have  selected  out  from  a  round  dozen  of  fallacies 
which  prevailed  at  the  time  of  the  last  peace-making 
one  of  them,  a  political  fallacy,  the  assumption  that 
each  could  defend  himself  and  let  others  go  hang. 
That  assumption  has  put  twenty  nations  in  Europe 
today  under  the  heel  of  Hitler.  I  frankly  doubt 
whether  even  today  the  average  voter  in  most  coun¬ 
tries  would  accept  the  proposition  that  if  we  will  not 
defend  others,  it  is  physically  impossible  effectively 
to  defend  ourselves,  and  yet,  if  that  proposition  is 
not  accepted,  a  Third  World  War  is  inevitable. 

I  doubt  very  much,  in  the  light  of  past  experience, 
whether  the  mass  of  voters  is  prepared  to  accept  the 
proposition  that,  if  we  will  not  buy  the  goods  and 
services  of  others,  it  is  an  economic  impossibility  for 
those  others  to  buy  our  goods  and  services.  Both  prop¬ 
ositions  are  mere  truisms,  undeniable.  They  should 
be  self-evident.  But  even  today  in  our  democracies, 
political  and  economic  illiteracy  is  such  that  both 
propositions  are  widely,  angrily,  passionately  denied. 
While  this  remains  true,  no  stable  reconstruction  is 
possible. 

This  is  not  necessarily  an  expression  of  pessimism. 
The  very  simplicity  of  the  points  which  we  have 
missed  is  ground  for  hope  that,  with  no  great  revolu¬ 
tionary  change,  much  better  can  be  done  than  has 
been  done.  Let  us  at  least  determine  that  that  much 
better  shall  be  done. 

It  is  a  problem  of  education  in  the  widest  sense  of 
the  term,  of  education  for  citizenship.  We  can  make 
a  world  which  shall  be  both  free  and  prosperous.  The 
obstacles  are  not  in  matter,  or  in  wild  nature — in  the 
deserts  we  have  learned  to  irrigate,  the  oceans  we  cross 
so  easily.  The  obstacles  are  in  the  minds  and  hearts 
of  men.  To  overcome  those  obstacles  we  need  courage, 
yes,  but  courage  illumined  by  thought,  guided  by  in¬ 
tellectual  rectitude,  directed  to  ends  worthy  of  “man’s 
unconquerable  mind.” 
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RAILROAD  PROBLEMS  AND  PROSPECTS 

By  Judge  R.  V.  Fletcher 

Vice  President,  Association  of  American  Railroads 


IF  IT  were  possible  to  proceed  in  a  strictly  orderly 
and  logical  fashion,  I  presume  the  people  respon¬ 
sible  for  transportation  might  await  the  outcome  of 
studies  by  productive  industries  before  making  their 
own  plans.  For  the  sole  function  of  the  transport 
agencies,  in  so  far  as  the  movement  of  goods  is  in¬ 
volved,  is  to  make  possible  the  distribution  of  what 
others  produce.  In  this  sense,  transportation  performs 
an  auxiliary  function,  dependent  entirely  upon  the 
output  of  agricultural,  manufacturing  and  mercantile 
activities.  In  other  words,  if  we  transportation  people 
knew  now  what  amount  of  goods  would  be  produced 
and  offered  for  transportation,  if  we  knew  the  pref¬ 
erences  of  those  who  produce  the  goods,  the  location 
of  markets,  the  purchasing  power  of  the  public,  the 
level  of  prices  and  wages,  the  type  of  taxation  that 
would  prevail,  the  extent  to  which  industry  would  be 
free  to  chart  its  own  course  without  orders  from  gov¬ 
ernmental  sources — that  is  to  say,  if  the  research  now 
being  so  extensively  carried  on  by  industry  could  now 
give  us  the  answer  to  these  and  many  other  equally 
significant  questions,  then  the  transportation  industry 
could  go  forward  with  smiling  confidence  in  the  sound¬ 
ness  of  its  plans  and  policies.  Or,  if  the  exigencies  of 
the  situation  would  permit,  we  could  go  on  with 
serene  confidence  along  traditional  lines  and  await 
the  result  of  years  of  experience  in  the  postwar  world 
before  adapting  ourselves  to  new  conditions. 

Obviously,  we  cannot  wait  for  these  announce¬ 
ments,  nor  for  these  developments.  And  so,  those  re¬ 
sponsible  for  transportation  have  been  at  work,  en¬ 
deavoring  to  peer  into  the  future  with  straining, 
anxious  eyes,  looking  for  a  beam  of  light  that  will 
guide  the  way.  In  the  railroad  industry,  research  is 
being  carried  on  as  never  before.  Many  if  not  most 
of  the  important  railroads  of  the  country  maintain  re¬ 
search  departments,  competently  directed,  in  which 
every  phase  of  the  transportation  problem  is  being 
studied,  not  merely  historically  but  experimentally,  if 
that  is  the  proper  word.  Traffic  policies  are  being 
examined,  improvements  tested,  financial  questions 
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considered,  to  mention  only  a  few  of  the  features  un¬ 
dergoing  review. 

Program  of  Study 

The  national  organization  of  the  railroads,  the  As¬ 
sociation  of  American  Railroads,  has  undertaken  the 
rather  ambitious  tasks  of  coordinating  these  activities 
and  of  engaging  in  some  studies  that  go  somewhat 
beyond  the  work  of  the  individual  railroads.  Its  Rail¬ 
road  Committee  for  the  Study  of  Transportation  has 
been  functioning  now  for  about  ten  months.  This 
committee  consists  of  some  forty  railroad  officers — 
executives,  operating  officials,  traffic  officials,  account¬ 
ing,  public  relations,  research,  engineering  and  me¬ 
chanical  officers — who  are  fairly  representative  of  the 
entire  industry.  It  has  created  fifteen  subcommittees, 
in  the  membership  of  which  are  many  railroad  officers 
who  are  not  members  of  the  general  committee.  Some 
of  these  subcommittees  have  in  turn  been  divided  into 
sections  for  a  more  intense  consideration  of  special 
phases  of  the  general  subject.  Certain  of  these  sub¬ 
committees  have  employed  full-time  research  spe¬ 
cialists  to  aid  in  the  work.  It  would  not  be  profitable 
at  this  time,  of  course,  to  go  into  the  work  of  each  of 
these  subcommittees  in  detail.  Some  of  them  have  very 
nearly  completed  their  tasks;  others  are  finding  their 
particular  fields  more  difficult  to  explore.  It  is  enough 
to  say  that  no  phase  of  railroad  activity  is  being  neg¬ 
lected. 

I  may  mention  briefly,  as  fairly  typical  of  what 
we  are  undertaking,  the  work  of  two  of  these  sub¬ 
committees.  We  have,  for  example,  a  subcommittee 
which  we  call,  for  the  lack  of  a  better  name,  our  Sub¬ 
committee  for  Economic  Study.  This  group  of  men  has 
undertaken,  with  the  help  of  the  Association’s  Bureau 
of  Railway  Economics  and  a  very  competent  Asso¬ 
ciate  Research  Director,  to  reach  some  conclusions  as 
to  the  amount  and  character  of  the  work  whieh  all 
agencies  of  transportation  will,  in  the  postwar  world, 
be  called  upon  to  perform.  This  task  obviously  in¬ 
volves  some  consideration  of  political  and  economic 
questions  of  the  utmost  importance,  the  solution  of 
which  depends  upon  factors  as  yet  quite  uncertain. 
At  the  same  time,  there  are  some  assumptions  that 
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may  now  be  made  with  a  fair  degree  of  certainty. 

We  know  now  that  we  will  wdn  the  war,  that 
America  wdll  have  a  prominent,  though  probably  not 
a  dominant,  place  in  the  making  of  the  peace,  and 
that  our  own  people  will  return  with  eagerness  and 
renewed  determination  to  our  traditional  way  of  life, 
characterized  by  devotion  to  the  principle  of  free  in¬ 
dustry.  These  assumptions  can  safely  be  indulged. 
Unless  they  are  realized,  all  our  hopes  and  our  plans 
will  be  in  vain.  Indeed,  no  one  would  care  what  hap¬ 
pened  in  a  world  dominated  by  Fascist,  Nazi  or 
Communistic  ideals.  Equally  productive  of  despair 
would  be  an  America  controlled  by  insolent  bureau¬ 
crats,  clothed  with  a  little  brief  authority,  drunk  with 
power  and  steeped  in  profound  ignorance  of  the  funda¬ 
mentals  of  life. 

Indr’idual  Industry  Studies 

Our  Economic  Study  Subcommittee,  proceeding 
upon  these  assumptions,  in  addition  to  collecting  and 
examining  pertinent  basic  statistics,  has  undertaken 
a  survey  of  specific  industries,  which  will  undoubtedly 
furnish  the  bulk  of  the  freight  traffic  to  be  moved. 
These  basic  industries  fall  into  eight  or  nine  general 
classes  and  each  general  class  may  be  subdivided  al¬ 
most  ad  infinitum.  It  would  certainly  be  helpful  in 
making  plans  for  the  future  if  we  could  know  just 
what  each  of  these  industries  will  probably  produce, 
where  its  markets  will  be  found,  and  to  what  extent 
each  form  of  transportation  will  probably  be  em¬ 
ployed.  To  ascertain  these  and  many  related  facts,  our 
Economic  Study  Subcommittee  hopes  to  set  up  cen¬ 
tral  and  regional  organizations,  under  competent  di¬ 
rection,  for  making  informal  contacts  with  the  prin¬ 
cipal  industries,  in  order  that  information  may  be  ac¬ 
curate.  Out  of  these  field  studies  should  come  more 
complete  knowledge  of  the  industrial  situation  as  a 
whole.  Cooperating  with  this  subcommittee  are  our 
so-called  Transport  Subcommittees,  giving  attention 
to  the  probable  places  in  the  overall  picture  of  air, 
motor,  water  and  pipeline  transport. 

Another  subcommittee  which  I  may  mention  is  the 
one  dealing  with  engineering  and  mechanical  prob¬ 
lems.  This  subcommittee  has  already  justified  its  ex¬ 
istence  by  bringing  forward  a  plan  for  the  creation  of 
a  central  research  organization  for  the  study  of  tech¬ 
nical  problems  in  the  engineering  and  mechanical 
fields.  This  plan  has  been  endorsed  and  adopted  by 
the  directors  of  the  Association  of  American  Rail¬ 
roads,  and  will  begin  its  work  as  soon  as  a  competent 
Director  of  Technical  Research  can  be  secured  and 
an  adequate  staff  organized.  This  central  research 
organization  will  in  no  way  interfere  with  the  useful 
and  productive  activities  now  being  carried  on  by  the 
Engineering  and  Mechanical  Divisions  of  the  Associa¬ 


tion.  It  will  be  the  purpose  and  function  of  the  newlj’ 
created  staff  to  follow  a  program  which  would,  among 
other  things,  include  (and  I  quote  here  from  the  pre¬ 
liminary  report  of  our  subcommittee) : 

A.  Fundamental  or  basic  research  for  the  de¬ 
velopment  of  designs  and  processes  not  here¬ 
tofore  used  or  taken  advantage  of  in  railroad 
service;  and  the  obtaining  of  specific  facts 
or  knowledge — metallurgical,  chemical  and 
physical — of  materials  or  appliances  for  im¬ 
provements  in  the  service  offered  by  the  rail¬ 
road  industry. 

B.  Applied  or  physical  research  for  the  improve¬ 
ment  of  materials,  processes  or  appliances  now 
in  use. 

C.  Specification  and  standardization  research 
for  further  development  of  standards  and 
specifications  based  upon  research  investiga¬ 
tions. 

D.  Appliance  design  and  testing  research  to  de¬ 
termine  the  acceptability,  performance  and 
economy  of  appliances  used  by  the  railroads. 

E.  Study  of  effect  upon  the  efficiency,  economy, 
flexibility  and  utility  of  railroad  plant  result¬ 
ing  from  the  development  of  new  materials, 
appliances  and  techniques. 

Certainly,  in  the  field  of  railroad  transport,  we  are 
preparing  for  changes — the  adoption  of  many  new 
policies  and  the  results  of  technological  discoveries 
and  innovations.  The  war  has  taught  us,  for  example, 
the  value  of  heavier  loading  of  cars  and  generally  the 
financial  benefits  that  follow  the  use  of  railroad  facili¬ 
ties  to  their  full  capacity.  We  thought  we  were  doing 
pretty  well  in  1929,  in  the  matter  of  tonnage  and 
revenues.  But  in  1942,  the  American  railroads,  with 
490,715  fewer  freight  cars  and  16,700  fewer  locomo¬ 
tives  than  in  1929,  carried  a  load,  measured  by  rev¬ 
enue  ton-miles,  48%  greater  than  in  the  so-called  peak 
year  of  1929.  True,  there  was  not  a  corresponding 
increase  in  revenue,  due  to  the  fact  that  the  rate 
level  is  now  substantially  below  what  it  was  in  1929, 
and  the  further  fact  that  the  tax  burden  is  now  so 
much  heavier.  But  the  operating  results  in  1942  give 
the  country  some  idea  of  the  reserve  capacity  of  the 
railroads,  and  some  notion  also  of  the  operating 
economies  which  have  been  developed  in  the  last  two 
decades.  If  the  railroads  can  hold  their  traffic  after 
the  war,  the  prospect  is  far  from  discouraging. 

IIow  Much  Traffic? 

But  it  will  be  .said  at  once  that  they  will  not  hold  the 
traffic,  and  obviously  they  cannot  hold  all  of  it.  For 
example,  the  oil  traffic  to  the  East  will  go  back  to  the 
tankers,  by  which  it  can  be  most  economically  trans¬ 
ported.  Very  likely,  some  considerable  part  of  trans- 
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continental  traffic  will  resume  its  course  through  the 
Panama  Canal.  But  when  we  talk  about  losing  addi¬ 
tional  traffic  to  the  highway  carriers,  it  must  be  re¬ 
membered  that  in  spite  of  some  difficulties,  the  trucks 
have  in  wartime  steadily  increased  their  tonnage  over 
their  prewar  performance.  If  it  be  said,  as  it  has  been 
said,  that  the  rails  will  lose  much  traffic  to  the  air  lines, 
it  may  also  be  said  that  while  unquestionably  there 
will  be  loss  by  rails  to  the  air  lines  of  package  freight, 
this  is  not  the  source  of  the  railroads’  principal  rev¬ 
enue.  My  point  here  is  that  if,  in  the  peace  period, 
there  is  anything  like  the  volume  of  transportation 
that  now  prevails,  the  railroads  should  be  able  to  re¬ 
tain  their  fair  share. 

To  do  so,  however,  does  involve  not  only  careful 
planning,  but  financial  resources  which  will  permit  a 
substantial  degree  of  rehabilitation,  particularly  as  to 
equipment.  For  one  thing,  the  railroads  are  unques¬ 
tionably  accumulating  an  abnormal  amount  of  de¬ 
ferred  maintenance,  due  to  their  inability  to  secure 
men  and  materials  at  this  time,  and  to  the  inefficiency 
of  labor,  much  of  it  unskilled  and  working  under 
conditions  of  employment  that  make  normal  produc¬ 
tion  impossible.  I  received  a  report  the  other  day  from 
the  president  of  a  railroad  in  the  South,  who  stated 
that  while  he  had  a  fair  number  of  men  working  on 
his  track  in  section  work,  and  they  were  men  who 
were  trying  to  do  a  pretty  good  day’s  work,  they  were 
not  able  to  get  out  of  their  eight-hour  day  more  than 
two  and  a  half  hours  of  productive  labor,  because 
the  traffic  on  that  particular  division  was  so  heavy 
that  the  men  just  didn’t  have  a  chance  to  do  the  work 


Question:  I’d  like  to  ask  Mr.  Fletcher  a  question: 
What  are  the  chances  of  the  railroads  going  into  the 
air  transportation  business? 

Judge  Fletcher:  Unless  the  law  is  changed,  they 
will  have  some  difficulty,  I  suspect,  in  view  of  the  de¬ 
cision  of  the  Civil  Aeronautics  Board  in  the  Export 
Airlines  case,  where  it  was  held  that  one  of  Mr. 
Farley’s  constituents,  as  I  believe  he  might  be  con¬ 
sidered,  was  not  to  be  permitted  to  own  and  operate, 
or  have  any  controlling  interest  in  an  airline.  That 
particular  decision  rested  upon  a  construction  of  the 
Civil  Aeronautics  Act  which  would  apply  as  well  to 
railroads  as  it  would  to  steamships,  as  I  understand 
it. 

Therefore,  the  opportunity  for  the  railroads  to  en¬ 
gage  in  air  transport  would  depend  upon  getting  some 
modification  of  the  law,  or  possibly  some  modification 
of  that  construction  of  the  present  law. 

Question:  Might  I  ask,  Judge,  how  that  affects 


on  the  roadbed.  Furthermore,  an  appreciable  amount 
of  railroad  equipment  is  perforce  kept  in  service  when 
good  railroading  demands  that  it  should  be  retired. 
Rail  and  track  fastenings  are  being  subjected  to  a 
heavy  strain,  but  they  must  be  kept  in  service  for  the 
lack  of  new  material.  These  conditions  call  for  an 
extensive  program  of  rebuilding,  as  soon  as  materials 
and  labor  are  available. 

But  this  is  not  all.  It  may  be  that  in  the  postwar 
period,  the  rails  will  be  in  an  active,  not  to  say  fierce, 
competition  with  other  forms  of  transportation. 
Whether  that  condition  will  prevail  may  well  depend 
upon  the  country’s  verdict  as  to  whether  it  prefers 
that  type  of  competition  to  a  more  orderly,  coordi¬ 
nated,  integrated  system,  based  on  cooperation  sanc¬ 
tioned  by  law.  Whatever  may  be  the  conclusion  as  to 
this  question,  it  is  perfectly  obvious  that  the  decisive 
factor  must  be  the  ability  to  handle  all  of  the  traffic 
offered,  at  all  times,  to  all  destinations,  with  reason¬ 
able  expedition,  and  at  relatively  low  cost.  To  enable 
the  railroads  to  hold  their  own  in  a  competitive  field 
where  such  demands  will  be  made,  every  effort  must 
be  made  to  improve  the  tractive  power  of  locomo¬ 
tives,  to  lighten  the  weight  of  empty  equipment,  to 
increase  the  pay  load,  to  lower  the  cost  of  operation 
and  to  expedite  the  movement  of  the  traffic. 

Here  is  a  fertile  field  for  experimentation,  a  need 
for  reconstruction,  an  opportunity  for  new  ideas  to 
make  themselves  felt,  and  a  chance  for  new  blood  to 
secure  recognition.  For  an  industry  with  an  honor¬ 
able  past  and  a  present  of  glorious  achievement,  there 
is  a  still  more  promising  future. 


the  railroads  which  now  operate  truck  and  bus  lines? 
It  has  no  application  to  them,  I  take  it. 

Judge  Fletcher:  No,  that  particular  decision 
would  affect  only  the  Civil  Aeronautics  Act,  and  not 
the  Motor  Carrier  Act,  although  there  may  be  im¬ 
plications  in  that  decision,  construing  language  in  the 
Civil  Aeronautics  Act  which  is  somewhat  similar  to 
language  in  the  Motor  Carrier  Act. 

It  is  an  interesting  thing  to  remember,  gentlemen, 
that  in  the  Motor  Carrier  Act,  \^hen  a  railroad  seeks 
to  put  on  a  new  motor  carrier  operation  and  thereby 
asks  for  a  certificate  of  convenience  and  necessity, 
there  is  a  different  type  of  statute  that  applies  than 
when  a  railroad  seeks  the  right  to  purchase  into  or 
buy  an  existing  motor  carrier  operation.  Whether  that 
should  be  or  not  may  be  a  question  to  be  considered, 
but  that  is  a  fact. 

Question:  I  should  like  to  ask  Judge  Fletcher  about 
deferred  maintenance:  Have  you  any  idea  what  per- 
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centage  of  maintenance  on  equipment  and  roadway 
is  being  deferred  at  the  present  time? 

Judge  Fletchek;  I  couldn’t  give  you  an  exact  figure. 
Speaking  frankly — and  I  suspect  that  that  is  as  good 
a  way  as  any — we  hope  to  convince  the  Congress  that 
the  railroads  should  be  permitted  to  deduct  from 
their  taxable  income  such  an  amount  of  money  as 
they  and  the  Interstate  Commerce  Commission  au¬ 
thorize  them  to  set  aside  for  deferred  maintenance. 

In  connection  with  preparing  to  present  that  matter 
to  the  appropriate  committee  of  Congress,  we  are  now 
making  a  study  of  that  question.  Therefore,  if  I  should 
have  the  privilege  of  discussing  this  matter  before 
this  body  three  months  from  now  I  might  be  able  to 
answer  your  question. 

But  I  can  say  that  it  is  a  very  substantial  amount 
indeed.  It  is  very  substantial  because  of  the  difficulty 
which  the  railroads  are  encountering  in  securing  new 
rail,  for  instance. 

However,  one  thing  that  is  a  matter  of  some  con¬ 
cern,  if  I  may  again  speak  frankly,  is  the  fact  that  the 
intensive  use  of  the  track  of  the  railroads  of  the  coun¬ 
try  is  probably  developing  fissures  in  the  rails,  and  that 
is  somewhat  disturbing.  I  have  no  doubt  there  should 
be  a  very  considerable  amount  of  relaying  of  rail. 

With  respect  to  equipment:  normally  the  percen¬ 
tage  of  freight  cars  put  out  of  service  annually  be¬ 
cause  they  are  in  bad  order  amounts  to  about  8%. 
That  figure  is  now  down  to  less  than  3%. 

Because  of  the  intensive  application  of  the  rail¬ 
roads  to  the  problem  of  keeping  their  cars  moving, 
and  possibly  because  they  are  now  having  in  actual 
service  a  good  many  cars  which  under  ordinary  condi¬ 
tions  would  be  in  the  shop  for  repair,  the  amount  of 
deferred  maintenance  is  very  considerable. 

Question:  If  funds  are  not  earmarked  to  take  care 
of  deferred  maintenance  and  these  conditions  con¬ 
tinue,  as  they  may,  for  several  years,  the  railroads 
may  at  that  time  have  quite  a  financial  problem  to 
overcome,  is  that  right? 

Judge  Fletcher:  The  railroads  are  not  paying  out 
very  much  money  in  dividends.  I  suspect  there  are  in¬ 
dividuals  here  owning  railroad  stocks  who  regret 
that  sort  of  decision.  The  fact  of  the  matter  is  that 
even  though  their  earnings  are  rather  large,  they  are 
paying  out  very  little,  comparatively  speaking,  in 
dividends.  As  you  know,  they  are  using  their  funds 
largely  to  reduce  their  bonded  debt. 

Whether  they  set  earnings  aside  as  an  earmarked 
fund,  keeping  it  liquid  for  the  purpose  of  taking  out  de¬ 
ferred  maintenance,  or  whether  they  use  it  to  reduce 
their  debt  and  thereby  reduce  their  fixed  charges  in 
the  future,  it  all  comes  out  to  the  same  end,  don’t  you 
see?  Therefore,  one  policy  might  be  considered  about 


as  good  as  another.  But  I  do  say  this:  I  know  the 
president  of  one  great  railroad  (whom  you  would  all 
recognize  if  I  were  privileged  to  mention  him  by 
name)  told  me  he  hoped  to  go  out  of  the  war  period 
with  $100,000,000  of  capital  which  he  would  use 
for  taking  up  deferred  maintenance  and  for  rehabili¬ 
tating  and  rebuilding  his  track  and  vehicles. 

Queistion:  I  should  like  to  ask  Judge  Fletcher 
about  railway  rates.  As  a  result  of  the  LaFollette  in¬ 
vestigation  it  was  discovered,  much  to  the  surprise 
of  some  of  our  statesmen,  that  the  railroads  had  quite 
a  good  deal  of  property  value.  Under  the  present-day 
reorganization  plans,  however,  much  of  that  property 
value  which  was  shown  to  have  been  furnished  in 
good,  honest  cash  is  being  written  off,  because  the 
plans  happen  to  be  made  as  of  1938. 

Now,  earnings  at  the  present  time  justify  the  old 
property  valuations  and  facilities  which  the  manage¬ 
ments  at  the  time  felt  were  necessary  for  the  hauling 
of  traffic.  However,  when  you  take  a  reorganization, 
such  as  that  of  the  Erie,  or  that  proposed  for  the  Mis¬ 
souri  Pacific,  you  have  a  new  set  of  property  values  for 
the  railroads. 

I  have  therefore  wondered  whether  that  new  set 
of  property  values  (which  certainly  represents  much 
less  than  has  gone  in,  and  probably  much  less  than 
would  have  to  go  in  to  duplicate  the  facilities)  is 
going  to  invalidate  the  position  and  cause  difficulties 
for  the  soundly  capitalized  growth  of  the  roads  that 
were  able  to  go  through  the  serious  years  of  the  de¬ 
pression.  I  also  wonder  whether  that  situation  is  go¬ 
ing  to  be  the  basis  for  an  unfair  competition  with  such 
industries  as  Mr.  Kemp  represents  and  perhaps  the 
highway  transportation  industry. 

I  ask  that  question  because,  in  the  last  analysis, 
isn’t  it  questionable  whether  a  public  body  will  permit 
rates  which  would  yield  very  high  returns  on  valua¬ 
tions  which  have  been  written  away  down,  even  if  that 
should  be  an  embarrassment  to  other  forms  of  trans¬ 
portation? 

Judge  Fletcher:  The  question  you  ask  is  a  very 
interesting  and  important  one,  and  one  that  is  dif¬ 
ficult  to  answer  in  just  a  word.  Bear  in  mind,  however, 
that  in  these  railroads  that  are  being  reorganized — and 
they  represent,  as  you  recall,  about  a  third  of  the 
country’s  mileage — the  Interstate  Commerce  Com¬ 
mission  allows  the  road  to  carry  forward  its  old  prop¬ 
erty  values  into  its  new  account. 

There  has  been  a  tremendous  write-down  of  stocks 
and  bonds  in  the  hands  of  the  public.  However,  the 
Interstate  Commerce  Commission  has  permitted  the 
property  valuations  of  the  old  company  to  be  carried 
forward  becau.se,  after  all,  you  don’t  actually  destroy 
property  by  writing  down  the  amount  of  stocks  and 
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bonds  outstanding:  it  is  there;  the  road  is  there;  the 
equipment  is  there;  the  cost  is  there. 

It  must,  therefore,  not  be  supposed  that  in  apply¬ 
ing  the  Constitutional  principle  of  a  fair  return  (if 
indeed  under  the  circumstances  you  could  invoke  it) 
it  would  be  measured  by  the  outstanding  capital  stock 
or  bonds.  Rather,  it  would  be  measured  by  the 
value  of  the  property  as  shown  by  prudent  invest¬ 
ment  or  by  reproduction,  or  by  a  combination  of  the 
two,  whichever  the  Interstate  Commerce  Commission 
ultimately  decides  to  take  as  the  basis  of  value. 

It  must  not  be  supposed,  therefore,  that  the  re¬ 
organization  and  scaling  down  of  outstanding  capital 
stock  and  outstanding  bonds  represents  a  reduction 
of  value  in  the  sense  in  which  we  use  the  term  when 
we  seek  to  apply  the  Constitutional  principle. 

As  a  matter  of  fact,  any  railroad  is  entitled  to  a  fair 
return  upon  the  value  of  its  property.  It  never  is  able 
to  invoke  that  Constitutional  principle  with  any  de¬ 
gree  of  practical  success  because  of  competition  and 
because  of  the  fact  that  it  must  compete  with  the  low- 
cost  railroad,  so  to  speak,  that  operates  in  that  terri¬ 
tory.  Therefore,  the  question  becomes  largely  one  of 
academic  importance  only. 

My  main  answer  to  your  question,  however,  is  to 
draw  the  distinction  between  the  amount  of  capital 
stock  and  bonds  which  the  reorganized  roads  are  al¬ 
lowed  to  issue  and  the  actual  value  of  the  property. 
Bear  in  mind  that  that  reorganization  has  not  de¬ 
stroyed  values. 

Question;  Of  course  what  you  say.  Judge  Fletcher, 
is  the  formal  aspect,  but  the  practical  aspect  of  the 
problem  is  that  these  reorganized  roads  will  show  very 
high  returns  on  the  securities  outstanding.  Now,  with 
governmental  bodies  regulating  transportation  rates — 
and  I  suspect  that  we  may  infer  that  they  are  at  least 
susceptible  to  political  influences — will  it  be  politically 
possible  for  a  regulatory  body  to  permit  these  enor¬ 
mous  returns  on  a  pinched-in  capital  structure? 

Judge  Fletcher:  You  have  asked  a  very  interest¬ 
ing  question  which  I  have  some  difficulty  in  answer¬ 
ing — not  because  I  am  embarrassed,  but  simply  be¬ 
cause  of  my  ignorance. 

It  is  true,  I  suspect,  that  regulating  authorities  like 
the  Interstate  Commerce  Commission,  being  mortal, 
would  probably  overlook  the  fact  that  the  railroads 
are  entitled  to  a  fair  return  upon  the  value  of  the 
property,  not  merely  upon  the  amount  of  outstanding 
stocks  and  bonds,  and  would  be  influenced  by  the  fact 
that  in  the  former  case  large  dividends  could  be  paid. 

Up  to  the  time  when  the  Interstate  Commerce  Com¬ 
mission  yielded  the  other  day  to  the  appeal  of  the 
Price  Administration,  I  should  have  answered  your 


question  with  more  confidence.  However,  I  am  not  so 
sure  but  that  there  is  a  point  to  what  you  say. 

Question:  I  would  like  to  ask  about  the  Wheeler 
Bill. 

Judge  Fletcher:  Senator  Wheeler  introduced  a 
bill  which  I  jocularly  called — I  know  him  well,  and  he 
permits  me  to  jest  with  him  in  private — the  “Arnold 
Bill.”  This  bill  proposes  to  regulate  the  rate-making 
functions  of  the  railroads,  as  well  as  the  truck  and 
water  lines.  It  applies  to  all  of  them  in  a  way  which  I 
think  would  be  very  highly  objectionable. 

Testimony  has  been  going  on  now  for  three  or  four 
days,  and  it  culminated  yesterday  in  the  appearance  of 
Judge  Arnold,  himself,  before  the  Senate  Committee. 
He  was  sent  for  by  the  Committee,  you  understand; 
he  didn’t  volunteer  to  lay  aside  his  judicial  robes  and 
appear  there  as  a  witness. 

The  railroads — and  I  think  I  can  speak  as  well  for 
the  motor  carrier  industry,  because  I  have  talked  to 
their  officers  and  counsel — are  very  much  in  favor  of  a 
law  which  might  be  passed  which  would  give  the 
Interstate  Commerce  Commission  the  authority  to 
make  general  rules  to  control  the  rate-making  agencies 
of  transportation  companies. 

As  you  know,  rates  are  now  generally  considered 
by  what  we  commonly  call  the  conference  method: 
anybody  who  wants  to  make  a  change  in  a  rate  lists 
that  subject  with  the  proper  rate  committee,  and  the 
public  is  heard  and  the  whole  matter  is  given  consid¬ 
eration.  Finally,  through  the  conference  method  the 
rate  is  made,  each  railroad  and  each  motor  carrier 
reserving  the  right  for  individual  action  if  they  don’t 
agree  with  the  view  of  the  committee. 

You  will  remember  that  a  short  time  ago  the  War 
Production  Board,  acting  under  the  provisions  of 
Section  12  of  the  Small  Business  Act,  issued  a  certifi¬ 
cate  which  that  section  of  the  law  authorizes  to  the 
effect  that  railroads  and  other  transportation  com¬ 
panies  should  go  ahead  with  the  method  of  making 
their  rates  by  the  conference  method,  provided  they 
conform  to  certain  rules  which  the  ICC  laid  down, 
and  those  rules  were  made  an  appendix  to  that  certi¬ 
ficate. 

Now,  legislation  which  would  embody  in  a  general 
way  the  provisions  of  those  rules  would  be  highly  ac¬ 
ceptable,  I  think,  to  the  entire  transportation  industry, 
particularly  if  the  law  should  provide,  as  it  should, 
that  if  these  transportation  agencies  comply  with  the 
Commission’s  method  they  shall  no  longer  be  subject 
to  attacks  under  the  Sherman  Anti-Trust  Law,  and 
should  be  immune  from  the  sanctions  of  that  law  as 
long  as  they  agree  to  it. 

This  particular  bill  of  Senator  Wheeler  contains 
some  things  that  I  think  are  highly  objectionable.  I 
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don’t  need  to  go  into  detail.  One  of  them  is  that  the 
shippers  shall  be  present  and  listen  to  the  final  vote 
when  it  is  taken,  so  far  as  rates  are  concerned.  Any¬ 
body  who  knows  anything  about  the  railroad  busi¬ 
ness — and  I  suspect  the  same  thing  is  true  about  the 
motor  transport  business — can  understand  what  a 
tremendous  club  that  puts  in  the  hands  of  the  big 
shipper  if  he  sits  there  and  sees  what  railroads  vote  for 
him  and  what  railroads  vote  against  him.  It  is  a  com¬ 
plete  reversal  of  the  theory  which  now  seems  to  be 
popular — that  the  small  business  man  should  be  given 
careful  consideration. 

Another  provision  of  the  bill  is  that  there  must  be 
an  Interstate  Commerce  Commission  representative 
presiding  over  all  of  these  rate-making  conferences. 
Well,  the  Interstate  Commerce  Commission  would 


have  to  almost  double  its  force;  it  would  have  to  have 
a  great  army  of  people. 

But  even  aside  from  that  it  is  objectionable,  as  I  see 
it,  because  instead  of  the  cases  being  decided  as  they 
are  now — after  presentation  of  testimony  and  argu¬ 
ment  before  the  Interstate  Commerce  Commission — 
gradually,  as  time  goes  on,  they  would  be  settled  out 
there  in  the  provinces  at  these  rate  hearings  and  by  a 
body  of  individuals  who  could  hardly  be  said  to  have 
the  highest  degree  of  competence. 

There  are  many  other  objectionable  features  of  this 
bill.  But  a  good  bill  could  be  written,  and  in  fact 
Congressman  Bullwinkel  has  introduced  a  very  essen¬ 
tial  bill  in  the  House  of  Representatives  which  I  think 
all  of  the  transportation  companies  would  be  glad  to 
accept. 


RECONSTRUCTION  OF  AUTOMOTIVE  TRANSPORTATION 

By  George  Romney 

Managing  Director,  Automotive  Council  for  War  Production 


WHEN  THE  curtain  closes  down  on  this  con¬ 
flict — and  we  hope  it  will  be  sooner  than  the 
massive  task  ahead  portends — we  shall  face  a  task  of 
universal  reconstruction  such  as  no  generation  before 
us  has  confronted.  It  will  be  a  task  without  precedent 
in  history,  for  total  war  is  leaving  no  phase  of  the 
world- wide  economic  or  social  structure  untouched. 

At  every  step,  this  task  will  make  new  demands 
upon  transportation,  that  department  of  the  world’s 
w'ork  in  which  American  ingenuity,  inventiveness  and 
enterprise  have  so  ably  expressed  themselves  in  the 
past  150  years. 

For  this  task  without  historical  precedent,  our  na¬ 
tion  stands  poised  and  ready  for  leadership,  because  its 
people  have  had  a  peculiar  genius  for  pioneering,  first, 
on  the  waterways  and  railways,  and,  more  recently, 
with  pipelines  and  highways  and  airways. 

Because  of  the  beating  all  of  our  transportation  sys¬ 
tems  have  taken  during  the  war,  each  will  be  sorely 
in  need  of  repair  and  reconditioning.  But,  in  one  re¬ 
spect,  transportation  as  a  whole  will  be  benefited  by 
this  wartime  experience;  for,  if  present  performances 
continue,  it  will  come  out  of  this  war  with  the  bene¬ 
diction  of  a  public  grateful  for  a  job  well  done. 

Contrasts  Between  Wars 
In  contrast  to  the  first  World  War,  this  time  the 
country  has  a  more  complete  and  more  flexible  trans¬ 
port  service.  For  this,  two  factors  are  chiefly  respon¬ 
sible.  First,  motor  vehicles,  pipelines  and  airways  all 


came  along  in  two  decades  of  peace  to  supplement 
and  compete  with  the  railway  and  waterway  services 
which  were  of  major  consequence  in  1917.  Second, 
this  time  transportation  agencies  have  been  left  to  do 
a  job  they  know  well  from  years  of  private  manage¬ 
ment. 

Strange  to  say,  there  was  considerable  agitation 
right  up  to  the  time  that  the  war  started  for  the  elim¬ 
ination  of  what  regulationists  and  economic  planners 
were  prone  to  call  “wasteful  competition”  in  trans¬ 
portation.  The  so-called  “wasteful  competition” 
might  better  have  been  called  “initiative  competi¬ 
tion”  because  it  kept  all  the  transportation  com¬ 
panies  on  their  toes  in  vying  for  public  patronage  by 
providing  better  service  at  lower  cost. 

With  everything  on  wheels  being  rolled  to  the 
limit,  and  wdth  little  if  any  surplus  loading  space  to 
spare  in  meeting  the  wartime  needs,  let  us  pray  that 
we  have  enough  transportation  to  carry  us  through. 

The  inconveniences  we  are  undergoing  as  a  result 
of  necessary  conservation  measures  emphasize  what 
Leon  Henderson  told  Congress  just  prior  to  his  resigna¬ 
tion. 

The  reliance  on  the  automobiles  or  rubber-borne  trans¬ 
portation  is  considerably  more  than  even  the  loftiest 
statements  made  by  the  industries  connected  with  the 
making  of  automobiles  and  tires,  and  of  the  various  as¬ 
sociations  like  the  great  and  their  state  organi¬ 

zations.  In  other  words,  what  might  seem  to  have  been 
a  matter  of  trade  l)ooming  as  to  the  importance  of  auto- 
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mobiles  by  interested  trade  associations  or  businesses 

was  a  considerable  understatement.  .  .  . 

The  Postwar  Problems 

The  physical  status  of  our  highway  transportation 
equipment,  including  highways  at  the  end  of  this  war 
will  be  dependent  on  the  war’s  length.  I  think  we  still 
have  a  long  way  to  go. 

There  is  little  question,  however,  that  the  demand 
for  equipment  to  replace  the  millions  of  vehicles  over¬ 
worked  during  the  war  period  will  present  a  real  task 
for  the  manufacturers  in  the  early  years  after  the  war. 

Reconstruction  of  civilian  production  will  be  less  of 
a  problem  in  the  motor  truck,  bus  and  trailer  fields 
than  in  that  of  passenger  cars. 

The  turnabout  from  trucks  and  buses  to  military 
vehicles  was  easier  because  most  components,  as  well 
as  the  assembly  of  military  vehicles,  are  similar  to  the 
civilian  product. 

Airplanes,  tanks,  anti-aircraft  guns,  submarine  en¬ 
gines,  and  the  numerous  other  war  products  are  not, 
production-wise,  related  to  the  passenger-car  family. 

Our  passenger-car  people  are  beginning  to  ask  how 
their  plants  can  be  cleared  of  raw  material  inventories, 
semi-finished  and  finished  parts,  government-owned 
machines  and  equipment  as  speedily  as  possible,  so 
that  reconstruction  can  proceed  without  delay.  It 
can’t  start  until  the  plants  are  cleared.  For,  unlike 
steel,  aluminum  and  airplane  plants,  ours  are  making 
items  unrelated  to  their  peacetime  products. 

The  need  for  automotive  production  and  speedy  re¬ 
employment  will  be  tremendous  and  urgent.  To  fulfill 
that  pressing  need,  our  people  ask,  will  our  govern¬ 
ment  permit  its  machines  and  equipment  to  be  carted 
out  into  the  snow  or  rain,  as  those  used  for  motor-car 
production  were  when  the  need  for  arms  production 
presented  itself? 

After  the  last  war,  many  government  officials  were 
criticized  by  the  people,  the  press  and  the  people’s 
elected  representatives,  for  their  reckless  handling  of 
government-owned  equipment  at  war’s  end.  Will  the 
fear  of  such  criticism  so  operate  at  the  end  of  this 
war  that  it  will  delay  unnecessarily  the  return  of 
American  management  and  labor  to  the  task  of  pro¬ 
duction? 

Some  clarification  of  this  problem,  before  the  war 
ends,  is  a  “must.” 

The  Postwar  Motor  Car 

Despite  repeated  statements  by  leaders  in  the  auto¬ 
mobile  industry  that  they  expect  to  resume  produc¬ 
tion  on  substantially  the  same  models  that  were  being 
produced  when  the  war  started,  there  are  recurring 
articles  in  newspapers  and  magazines  in  which  it  is 


alleged  that  automobile  companies  are  doing  experi¬ 
mental  work  on  postwar  models. 

Because  the  nation’s  interest,  both  in  war  and  in 
the  reconstruction  period,  is  directly  and  vitally  in¬ 
volved,  I  want  to  digress  a  moment  to  say  that  I  do 
not  know  of  any  motor  vehicle  company  that  is  doing 
experimental  work  on  new  postwar  cars.  To  my  knowl¬ 
edge,  every  company  in  the  industry  is  concentrating 
completely  on  its  war  jobs. 

There  are  several  reasons  for  this.  First,  there  is  no 
material  available  for  experimental  purposes.  In  fact, 
we  are  short  of  materials  for  war  production,  and  the 
government,  to  the  best  of  my  knowledge,  has  not 
authorized  the  use  of  any  material  for  such  postwar 
products.  If  material  were  being  used  experimentally, 
it  could  only  be  on  a  “Black  Market”  basis. 

Second,  the  engineering  and  technical  talent  of  the 
country  does  not  exceed  the  requirements  of  this  total 
technical  war.  Automotive  technicians  are  devoting, 
and  should  continue  to  devote,  their  full  energies  to 
the  improvement  of  the  weapons  our  boys  are  using. 
We  still  have  a  long  way  to  go  to  win  the  war. 

The  third  thing  is  that,  by  resuming  production  on 
the  1942  models,  the  industry  can  minimize  the  un¬ 
avoidable  delay  in  reconversion.  It  will  take  long 
enough  at  best  to  convert  back  to  peacetime  products. 
It  will  be  much  worse  than  when  car  production 
stopped  on  60-days’  notice,  because  the  industry  had 
had  a  year  and  a  half  of  preparation  for  war  produc¬ 
tion  before  the  declaration  of  war. 

Fortunately,  the  government  has  permitted  the  in¬ 
dustry  to  retain  its  1942  tools  and  dies  and,  through 
their  use,  our  workers,  including  returned  soldiers,  can 
be  put  back  to  work  almost  a  year  earlier  than  if  it 
were  necessary  to  design,  test,  tool  and  produce  new 
models  from  scratch. 

Fortunately,  also,  the  loose  talk  about  extreme  post¬ 
war  models  has  not  taken  the  industry’s  eye  off  the 
ball.  It  would  be  very  unfortunate  if  such  public  talk, 
or  any  loose  thinking  or  planning  on  the  part  of  the 
government,  should  start  a  competitive  race  in  the 
automotive  industry  on  postwar  model  work.  Such 
competition  is  out,  and  should  be  kept  out,  until  raw 
materials  are  available  that  cannot  otherwise  be  used 
for  war  production.  As  and  when  any  postwar  model 
work  is  authorized  by  the  government,  it  should  be 
authorized  on  an  industry-wide  basis  so  that  all  com¬ 
panies  in  the  industry  will  be  on  an  equal  footing. 

Resumption  of  Passenger-car  Production 

If,  for  any  reason,  such  as  (1)  the  end  of  the  Euro¬ 
pean  war,  (2)  need  for  new  cars  as  replacements  to 
maintain  minimum  wartime  needs,  (3)  availability 
of  excess  raw  materials,  the  government  should  order 
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the  resumption  of  passenger-car  production  before 
complete  and  final  victory,  it  should,  if  at  all  possible, 
be  done  on  an  industry-wide  basis.  On  the  same 
equitable  basis,  the  industry  heartily  approved  and, 
in  fact,  invited  curtailment  before  Pearl  Harbor,  and 
complete  stoppage  afterwards,  to  permit  an  orderly 
transfer  to  war  production  without  impairing  the  com¬ 
petitive  relationships.  Any  company  actually  produc¬ 
ing  passenger  cars  at  the  end  of  the  war  would  have 
a  very  decided  advantage  over  a  company  confronted 
with  the  full  job  of  reconverting  from  armament  pro¬ 
duction. 

Surphis  Stocks 

Another  industry-wide  reconstruction  problem  which 
deserves  consideration  now  is  the  disposal  of  surplus 
stocks.  In  that  connection,  the  experience  of  the  last 
war  offers  some  valuable  lessons. 

When  production  of  military  vehicles  was  ended  last 
time,  our  Army  had  approximately  180,000  motor 
vehicles,  of  which  80,000  were  abroad.  Of  this  total, 
146,000  were  trucks  and  trailers.  Because  the  truck 
and  trailer  industry  was  then  virtually  in  its  infancy 
(total  truck  sales  in  1919  were  only  224,731),  the  dis¬ 
position  of  such  a  quantity  of  surplus  equipment  by 
dumping  on  the  market  would  have  been  ruinous  to 
the  industry  that  had  contributed  it.  Therefore,  Con¬ 
gress  wisely  ordered  the  Army  to  turn  the  surplus  in 
this  country  over  to  other  government  agencies.  Un¬ 
der  that  plan,  the  Bureau  of  Public  Roads  received 
27,983  vehicles  which,  distributed  throughout  the 
states,  were  used  to  launch  a  highway  construction 
program  whose  benefits  to  the  nation  were  incalcul¬ 
able.  Even  then  motor  cars  were  not  very  useful  with¬ 
out  good  highways. 

In  addition,  surplus  vehicles  were  used  to  motorize 
the  Post  Office  Department,  the  Public  Health  Ser¬ 
vice,  the  Department  of  the  Interior,  and  the  Food 
Administration.  Transport  equipment  in  the  possession 
of  the  American  Expeditionary  Force  was  disposed  of 
in  Europe.  It  was  sold  at  about  58%  of  original  cost 
to  governments,  individuals  and  associations,  and  was 
used  primarily  for  the  reconstruction  of  Europe. 

Opportunities  in  Reconstruction  Abroad 

Before  we  entered  the  present  war,  the  average 
American  had  fifteen  horsepower  at  his  command. 
Then  he  put  on  a  uniform,  motorized  his  weapons  and 
more  than  doubled  the  horsepower  at  his  command. 

There  will  be  hundreds  of  thousands  of  mechanical 
horses  on  hand  at  the  end  of  this  war.  Europe,  China 
and  Russia  will  need  reconstruction.  India,  Africa  and 
South  America  should  be  developed.  All  such  recon¬ 
struction  will  depend  on  transportation.  China,  Russia, 


India,  Africa,  South  America,  from  the  standpoint  of 
their  large  land  areas  and  widely  dispersed  popula¬ 
tions,  are  the  greatest  potential  foreign  users  of 
motor  transportation.  But  they  need  roads.  What 
better  capital  investment  could  we  make  of  some  of 
our  surplus  military  vehicles?  The  war  itself  is  open¬ 
ing  the  way. 

In  his  book,  “One  World,”  Wendell  Willkie  reports 
on  the  highway-building  activities  he  saw  in  Africa 
and  Turkey  and  in  the  remote  interiors  of  Russia  and 
China.  The  war  is  stepping  up  the  completion  of  the 
Pan  American  Highway.  For  many  years,  the  Alcan 
Highway  was  a  dream.  Now  it  is  a  reality. 

Recently  Brigadier  General  Julian  S.  Hatcher,  Chief, 
Field  Service  Division,  of  Army  Ordnance,  said: 

The  American  motor  vehicle  has  penetrated  into  the 
farthest  frontiers  of  civilization  and  even  beyond  them. 
The  common  denominator  of  all  continents  and  climates 
today  is  the  military  motor  vehicle  of  .\merican  design 
and  build.  Our  soldiers  are  driving  American  tanks  and 
trucks  over  camel  trails  and  reindeer  tracks  and  kangaroo 
runs  and  water  ox  paths  and  crocodile  slides.  .  .  We  are 
placing  our  vehicles  and  methods  in  the  hands  of  .  .  . 
men  of  swamp  and  jungle  and  ice  and  sand  .  .  .  and  they 
are  learning  American  lessons  they  will  not  forget.  Our 
vehicles  are  going  ahead  of  the  flag,  to  paraphrase  an  old 
imperial  slogan,  and  this  time  they  are  carrying  freedom. 

The  Domestic  Challenge 

Eighty-five  per  cent  of  all  the  installed  horsepower 
in  the  United  States  is  now  in  automotive  equipment. 
Or,  to  put  it  another  way,  of  the  1,670,000,000  horse¬ 
power  installed  in  the  country,  1,424,000,000  is  in 
motor  vehicles.  Despite  this,  our  highway  system  is 
so  archaic  that  it  prevents  the  efficient,  safe  and  full 
use  of  cars  and  trucks,  buses  and  trailers. 

In  the  communities  and  around  their  fringes,  where 
91%  of  car  and  truck  use  occurs  and  where  71%  of  all 
passenger  cars  are  owned,  their  owners  will  continue 
to  make  demands  for  better-planned  and  better-built 
roadways — demands  whose  fulfillment  should  give  us 
ample  cushions  against  the  effects  of  any  large-scale 
unemployment  that  might  occur  in  the  transition 
period  between  war  and  peace. 

In  the  period  1923  to  1942  the  number  of  motor 
vehicles  in  operation  increased  from  fifteen  million  to 
thirty-four  million,  or  127%.  Even  more  significant 
was  the  increase  in  gasoline  consumption  in  those 
years — from  2,300,000,000  gallons  in  1923,  to  more 
than  24,000,000,000  in  1941.  An  increa.se  in  eighteen 
years  of  nearly  1,000%.  Yet  virtually  nothing  was 
done,  except  on  a  scattered  basis,  about  building  new 
types  of  roads  to  relieve  city  congestion,  and  the  total 
mileage  of  main  rural  highways  increased  only  32%. 
The  end  of  the  war  will  intensify  the  need  for  urban 


CONFERENCE  BOARD  REPORTS 


26 


street  traffic  improvement  programs,  and  the  Federal 
Public  Roads  Administration  has  predicted  that  rural 
traffic  would  nearly  double  by  1960.  It  is  a  conservative 
estimate  that  the  nation  will  increase  its  prewar  total 
of  thirty-four  million  vehicles  to  about  forty  million 
cars,  trucks  and  buses  in  the  postwar  period  just  to 
maintain  prewar  standards. 

This  increase  in  the  number  of  cars  on  the  road, 
and  the  vast  jump  in  total  mileage  each  car  will  travel 
per  year,  will  only  emphasize  the  urban  congestion 
problem,  unless  vigorous  action  is  taken  within  our 
cities  immediately  after  the  war  to  modernize  their 
traffic  facilities. 

Civic  Planning  Needed 

Modern  highway  engineering  can  help  our  cities 
solve  their  decentralization  problems  and  the  other 
urban  ills  that  are  driving  taxable  values  and  resi¬ 
dents  out  into  the  suburbs.  Limited  access  express¬ 
ways,  in  the  form  of  beltlines  around  the  central  busi¬ 
ness  district  and  around  the  outlying  districts  of  town; 
other  limited-access  roads  penetrating  to  the  heart  of 
town  and  connecting  with  vast  parking  and  terminal 
facilities;  parkways,  by-pass  roads — these  are  a  few  of 
the  design  techniques  which  men  like  Robert  Moses 
of  New  York  have  shown  can  adjust  communities  to 
population  pressures  and  increase  land  values  by  end¬ 
ing  congestion  and  accidents  and  land  blight. 

However,  there  are  many  problems.  For  example, 
it  took  Detroit  ten  years  to  obtain  the  right  of  way 
for  widening  its  main  thoroughfare.  Consequently,  ef¬ 
forts  are  being  made  now  by  many  communities  to 
obtain  authorization  for  advance  purchasing  of  right- 
of-way,  for  urban  street  projects,  and  for  off-street 
parking  and  terminal  facilities.  Also  being  prepared 
are  final  blueprints  for  sound  highway  programs  to 
begin  the  moment  war  ends. 

Through  the  Automotive  Safety  Foundation,  the 
automotive  and  allied  industries  are  working  with 
highway  officials  and  city  planners  of  the  nation  on 
this  program. 

When  you  ride  over  the  Pennsylvania  Turnpike, 
over  the  New  York  and  Connecticut  parkways,  over 
the  Detroit  Willow  Run  expressway,  or  over  the  other 
great  roads  now  a  reality  in  California,  New  Jersey, 
Chicago,  St.  Louis,  and  other  scattered  locations — 
when  you  travel  these  safe,  fast  roads,  which  have  no 
traffic  lights  or  delay  points,  you  have  a  glimpse  of  the 
potentials  of  highway  transportation  in  offering  more 
efficient  commerce,  and  more  enjoyable  living,  for  all 
America. 

The  Technical  Frontiers 

Just  as  the  last  war  showed  the  possibilities  for 
technological  improvement  in  the  vehicles  built  in  the 


early  Twenties,  so  will  engineering  progress  assert  it¬ 
self  in  the  construction  of  civilian  vehicles  following 
this  war.  We  may  look  to  more  and  more  automatic 
and  semi-automatic  operation  of  transmissions  in  all 
types  of  vehicles.  Further,  experience  being  gained 
with  metallurgy,  new  steel,  aluminum  and  magnesium 
alloys  will  lead  the  way  to  reducing  net  weights  of 
the  vehicles  to  increase  the  payload  to  be  carried  and 
thereby  decrease  the  cost  of  the  transportation.  Horse¬ 
power  of  engines  will  be  increased  and  we  may  expect 
an  increase  in  engine  compression  ratios  to  take  ad¬ 
vantage  of  higher  anti-knock  qualities  of  fuels  with 
high-octane  ratings. 

The  possibilities  are  limitless.  The  engineering  im¬ 
provements  in  motor  trucks,  buses  and  trailers  will 
be  based  on  the  widely  varied  performance  required 
by  more  than  three  million  consumers  whose  purchas¬ 
ing  knowledge  will  be  greatly  sharpened  by  closer 
scrutiny  of  their  operations  during  conservation  in  the 
war  period,  as  well  as  from  recognition  of  the  develop¬ 
ments  that  will  take  place  in  the  plants  of  the  vehicle 
producers  resulting  from  experience  with  production 
of  war  equipment.  The  same  influences  will  determine 
passenger-car  improvements. 

Competition  Brings  More  Transportation 
AT  Lower  Cost 

It  is  safe  to  say  that  the  response  to  this  demand 
will  provide  a  more  efficient  and  lower-cost  highway 
transportation  service  reaching  into  new  fields  and 
into  newly  developed  areas  that  will  be  created  largely 
by  the  accessibility  of  highways  and  airways. 

That  is,  of  course,  if  we  adopt  a  sound  national 
transportation  policy.  We  should  take  a  close  look  at 
our  transportation  structure  and  its  relationship  to 
peacetime  recovery.  We  would  do  well  to  follow  a 
report  made  in  the  early  Thirties  by  a  National  Trans¬ 
portation  Committee,  comprising  such  eminent  citi¬ 
zens  as  the  former  President  Calvin  Coolidge,  Alfred 
E.  Smith,  Bernard  M.  Baruch,  Clark  Howell  and 
Alexander  Legge. 

This  committee  was  formed  upon  the  urging  of 
scores  of  life  insurance  companies,  savings  banks  and 
other  institutions  and  individuals  who,  at  that  time, 
were  concerned  with  the  effect  of  competition  and 
regulation  on  the  railroads’  financial  plight.  These 
gentlemen  reported: 

The  government  cannot,  for  the  sake  of  the  railroads, 
invent  and  apply  to  their  competitors  either  regulation 
or  burden  on  the  theory  upon  which  horses  are  handi¬ 
capped  in  a  race.  A  similar  principle  applies  to  raOroads, 
and  to  the  extent  that  they  are  handicapped  by  burdens 
for  which  the  reason  is  obsolete  or  nonexistent,  govern¬ 
ment  has  a  positive  duty  to  remove  them.  The  guiding 
rule  of  the  whole  matter  seems  to  us  quite  clear: 
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With  the  danger  of  railroad  monopoly  going  or  gone 
and  (whether  going  or  gone)  completely  controlled  by 
regulation,  government  has  a  positive  duty  to  see  to  it 
that  neither  the  railroads  nor  their  competitors  are 
either  unduly  handicapped  or  unduly  advantaged.  There¬ 
after,  in  a  fair  field  and  no  favor,  economic  competition 
must  decide  the  question  of  survival  under  private 
ownership  and  operation. 

At  another  point,  the  committee’s  report  says: 

Wherever  there  is  fair  economic  competition,  it  will 
decide  the  rate  question  and  it  should  be  permitted  to  do 
so  freely.  Where  there  is  no  such  competition,  the  prob¬ 
lem  of  rate  regulation  arises,  but  costs  of  service  under 
efficient  operation  are  a  better  general  guide  than  some 
arbitrary  determination  of  asset  values. 

If,  on  that  basis,  a  railroad  cannot  earn  enough  to 
support  its  capital  structure,  the  remedy  is  not  to  raise 
rates.  It  is  to  revise  the  structure. 

The  Danger  of  Monopoly 

In  the  field  of  transportation — a  field  in  which 
American  ingenuity  destroyed  monopoly  and  created 
invigorating  competition — government  regulation  of 
what  w'as  the  railroad  monopoly  has  been  transformed 
and  enlarged  until,  in  essence,  it  has  become  regula¬ 
tion  for  protection  of  the  status  quo.  There  is  even 
pressure  for  regulating  all  private  carriers.  Rate  levels 
are  rising.  Competition  that  existed  between  railway 
and  highway  carriers  is  being  stifled,  and,  unless  there 
is  a  reversal  in  this  trend,  the  benefits  which  we  hope 
for  from  our  currently  expanding  development  of  sky¬ 
way  carriers  will  be  choked  off  also. 

Robert  F.  Black,  President  of  White  Motor  Com¬ 
pany,  speaking  on  behalf  on  the  whole  industry,  ex¬ 
pressed  the  problem  clearly  and  forcefully: 


It  is  of  immense  importance,  not  just  to  truck  pro¬ 
ducers  and  truck  users,  or  to  the  millions  dependent 
upon  truck  transport  for  a  livelihood,  but  to  the  country 
as  a  whole,  that  the  future  pattern  of  regulatory  law  shall 
based  excltisively  upon  factors  of  public  safety  and 
road  safety,  and  not  upon  any  theory  of  handicapping 
one  form  of  transportation,  or  one  group  of  transporters 
or  shippers  for  the  protection  and  benefit  of  another. 

We  feel  this  so  strongly  that  we  hope  to  see  new, 
competing  forms  of  transportation  allowed  to  develop 
without  artificial  handicaps. 

The  deadening  weight  of  excessive  government  regu¬ 
lation  should  be  lifted  from  our  transportation  system, 
including  the  railroads. 

The  American  Symbol  of  Power 

The  symbol  of  America  today  is  a  friendly,  self- 
confident  youngster,  with  a  lot  of  vitality  and  bounce 
— the  American  soldier.  He  is  a  good  ambassador.  If 
we  come  out  of  this  as  the  great  good  neighbor  of  all 
nations,  the  credit  for  the  achievement  belongs  largely 
to  him. 

One  thing  he  is  demonstrating  to  a  world  that  has 
been  too  long  bedeviled  by  power-hungry  overlords  is 
the  fact  that  power  has  its  beneficent  uses.  For  wher¬ 
ever  he  goes,  he  brings  power,  on  wheels,  on  tracks,  in 
hulls,  on  wings,  in  singing  wires,  or  glowing  electronic 
tubes.  He  uses  power,  principally  in  the  form  of  trans¬ 
portation,  not  to  enslave  and  plunder,  but  to  lighten 
loads,  brighten  darkness,  conquer  climate  and  mini¬ 
mize  the  miles,  and  increase  self-expression  and  in¬ 
dividual  development. 

I  think  it  may  turn  out  that  w^e  have  already  begun 
the  reconstruction  of  our  postwar  transportation  world 
to  a  better  pattern  than  we  could  consciously  create. 


RECONSTRUCTION  OF  SCHEDULED  AIR  TRANSPORTATION 

By  A.  N.  Kemp 
President,  American  Airlines,  Inc. 


WE  FREQUENTLY  define  reconstruction  as  the 
restoration  of  something  which  has  been  de¬ 
stroyed  or  worn  out.  That  definition  can  be  applied 
to  air  transportation  in  only  a  limited  degree.  I  shall 
endeavor  to  show  you  that  this  industry  is  growing 
by  such  leaps  and  bounds  as  to  practically  eliminate 
rebuilding,  but  to  a  far  greater  degree  to  require  new 
building.  In  other  w'ords,  to  me  the  application  of  the 
subject  under  discussion  to  air  transportation  means 
considering  the  enlarged  development  of  this  new 
world  influence  and  its  growing  needs. 


Whether  one  likes  it  or  not,  we  are  entering  into  a 
new  era  in  which  our  civilization  will  be  vastly  changed, 
and  I  believe  this  change  means  more  in  our  history 
in  the  Nineteen  Forties  than  the  discovery  in  1492 
that  one  would  not  fall  off  a  flat  earth  when  he  came 
to  the  edge  of  it.  Now  it  is  being  demonstrated  that 
this  w’orld  of  ours  knows  no  boundaries,  no  barriers  of 
oceans,  nor  seas,  nor  mountains,  nor  any  other  land 
things  created  by  nature  or  man.  With  the  elimination 
of  these  barriers,  how  our  horizons  will  change!  So 
whether  we  like  it  or  not,  this  world  of  ours  has  been 
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shrunk  to  such  a  degree  that  nations  are  being  brought 
so  close  together  as  to  make  an  increasingly  common 
unity  of  things  spiritual,  mental  and  material. 

It  was  only  forty  years  ago  that  the  Wright  brothers 
first  flew  a  heavier-than-air  machine  a  few  hundred 
feet;  it  was  only  twenty-five  years  ago  that  the  first 
scheduled  flight  of  United  States  mail  was  made  be¬ 
tween  New  York  and  Washington,  and  for  that  first 
operation  four  airplanes  were  required  to  make  the 
round  trip  of  400  miles. 

The  industry  had  developed  in  the  quarter  century 
since  its  birth  to  the  point  that  immediately  preced¬ 
ing  the  war,  the  United  States  domestic  airlines 
operated  one  hundred  and  thirty-five  million  plane 
miles  a  year  over  routes  forty-four  thousand  miles  in 
length.  Our  international  companies  operated  twenty- 
four  million  plane  miles  over  ninety-eight  thousand 
miles  of  route.  In  such  a  short  space  of  time  many 
felt  this  was  miraculous,  but  military  developments 
in  air  transport  since  Pearl  Harbor  have  dumbfounded 
everyone.  On  the  other  hand,  since  Pearl  Harbor, 
in  so  far  as  commercial  air  transport  is  concerned,  in 
spite  of  the  increased  demands  put  upon  it,  not  only 
was  its  expansion  stopped  but  40%  of  its  planes  were 
converted  for  war  purposes. 

A  Billion  Plane  Miles  a  Year  by  1944 

The  Air  Ferry  Command  was  organized  in  1941. 
It  has  been  stated  that  by  the  end  of  1943  the  planes 
of  the  Air  Transport  Command — its  successor — will 
fly  three  million  miles  daily,  a  rate  that  would  pro¬ 
duce  considerably  more  than  a  billion  plane  miles 
a  year.  Its  operations  extend  over  all  oceans  and  deep 
into  each  continent,  and  today  it  is  the  means  of  get¬ 
ting  supplies  to  China.  In  a  few  short  months  our 
own  Army  Air  Transport  Command  will  be  operating 
an  air  system  ten  times  greater  than  the  combined 
airlines  of  the  world  in  the  last  year  of  peace. 

In  January,  it  was  estimated  that  close  to  one 
thousand  flights  over  the  Atlantic  alone  would  be 
made  weekly  during  1943  by  the  Air  Transport  Com¬ 
mand  and  the  airlines  under  the  Command’s  direction. 

According  to  Dr.  Dryden  of  the  Institute  of  Aero¬ 
nautical  Sciences,  “Before  1939  only  seventy-eight 
attempts  had  ever  been  made  to  fly  the  Atlantic.  Of 
these  attempts,  thirty-nine  flights  were  lost  at  sea, 
twenty-eight  got  somewhere  but  not  their  intended 
destination,  and  only  eleven  flights  were  successful.” 

So  our  primary  construction  job  will  not  be  the 
mere  replacement  of  our  equipment,  but  the  applica¬ 
tion  of  the  developments  and  inventions  of  the  air¬ 
craft  industries  for  operations  ranging  from  the  short 
local  haul  up  to  that  over  the  oceans.  Our  job  will  be 
to  translate  to  the  people  of  the  United  States  and 


the  world  the  advances  during  the  war  which  will  be 
of  benefit  to  them. 

Postwar  Equipment  Needs 

As  to  requirements  for  air  transport  immediately 
following  the  war,  we  quote  Colonel  Gorrell,  Presi¬ 
dent  of  the  Air  Transport  Association. 

The  industry  has  not  been  able  as  yet  to  hazard  a 
guess  as  to  its  likely  equipment  requirements  during  the 
immediate  postwar  years.  It  is  certain,  however,  that  the 
figure  of  500  new  aircraft  which  we  were  discussing  in 
the  latter  part  of  1940  will  seem  insignificant  against  the 
numbers  of  new  aircraft  which  should  be  absorbed  in  our 
commercial  system  after  the  war  is  over.  A  recent  study 
made  for  the  National  Resources  Planning  Board  esti¬ 
mates  an  increase  in  the  traffic  of  the  domestic  airlines 
during  the  postwar  years  exceeding  by  more  than  1200% 
the  traffic  of  those  lines  in  1940.  This  estimate  un¬ 
doubtedly  errs  on  the  conservative  side.  Even,  however, 
with  this  conservative  estimate,  coupled  with  the  great 
development  in  American  flag  air  transportation  in  for¬ 
eign  and  territorial  commerce,  and  the  substantial  de¬ 
mand  for  aircraft  which  can  be  encouraged  in  the  field 
of  private  and  miscellaneous  flying,  it  is  evident  that  a 
potential  demand  is  available  among  American  sources 
alone,  which,  with  proper  planning  can  assure  the  main¬ 
tenance  of  a  sturdy  manufacturing  industry. 

I  concur  in  Colonel  Gorrell’s  views  that  the  air  man¬ 
ufacturing  industries  will  be  kept  busy  for  years  to 
come  in  meeting  the  needs  of  air  transportation.  Air¬ 
plane  manufacturing,  which  before  the  war  was  in 
fortieth  place  among  American  industries,  and  today 
is  first,  while  not  perhaps  maintaining  its  topmost 
position,  will  unquestionably  have  ample  demands  to 
maintain  it  as  a  prime  industry  of  the  world. 

The  industry  will  also  utilize  a  substantial  part  of 
its  personnel  through  the  years  to  come.  Although  a 
large  number  of  our  own  people  have  been  taken  into 
the  armed  forces,  we  expect  our  own  expanding  needs 
will  require  their  services  as  they  may  be  released,  in 
addition  to  those  we  have  trained  in  their  absence. 

Immediate  Postwar  Prospects 

It  is  estimated  that  the  conversion  of  the  aircraft 
industries  and  the  production  of  new  planes  incor¬ 
porating  the  new  designs  will  require  two  or  more 
years  after  fighting  ceases.  During  that  transition 
period  we  shall  probably  use  equipment  that  is  pres¬ 
ently  in  service  in  war  work.  Of  this  equipment  one 
might  cite  one  four-engine  land  plane  capable  of 
carrying  fifty  passengers  non-stop  from  New  York  to 
Chicago,  from  Washington  to  Chicago,  or  two-stop 
from  New  York  to  the  West  Coast,  at  cruising  speeds 
in  excess  of  two  hundred  miles  an  hour.  Another 
cruises  at  a  speed  between  two  hundred  and  fifty  and 
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three  hundred  miles  per  hour.  It  is  capable  of  one- 
stop  transcontinental  services  in  ten  to  twelve  hours. 
This  aircraft  would  provide  a  schedule  between  New 
York  and  Chicago  of  approximately  three  hours,  so 
that  a  New  York  businessman  arising  in  the  morning 
at  6:00  A.M.  would  go  to  the  airport  and  board  his 
plane  at  7:00  A.M.,  breakfast  on  the  way  and,  owing 
to  changing  time  zones,  arrive  in  Chicago  at  9:00  AAI. 
in  time  for  a  9:30  appointment.  These  planes  are  in 
operation  today.  After  all,  however,  we  must  not  lose 
sight  of  the  fact  that  present  planes  are  primarily  of 
military  use,  so  that  although  army  cargo  planes 
probably  will  be  temporarily  used  commercially,  their 
use  will  be  only  until  planes  can  be  built  which  are 
designed  primarily  for  commercial  use. 

Following  this  transition  period  we  can  expect  to 
be  flying  ships  seating  one  hundred  to  four  hundred 
passengers  at  cruising  speeds  approaching  three  hun¬ 
dred  miles  per  hour  with  a  Transatlantic  fare  less  than 
one  hundred  dollars  at  present  price  levels. 

Our  engineers  estimate,  however,  there  will  be  sev¬ 
eral  sizes  and  types  of  commercial  airplanes  in  use  to 
meet  particular  requirements.  There  will  be  the  small, 
normally  short-range,  low-altitude,  relative  low-speed, 
maximum  utility  airplane,  for  feeder  line  development. 
Then  the  medium-range  plane  for  longer  distances. 
Finally,  there  will  be  the  largest,  long-range,  high  alti¬ 
tude,  pressurized,  high-speed,  deluxe,  transoceanic  and 
transcontinental  airliner.  Low  cost  cargo  ships  will  also 
be  developed. 

Our  airplane  factories  have  done  and  are  doing  a 
job  of  production  which  cannot  be  overestimated,  but 
just  as  soon  as  we  can  see  daylight — when  the  dawn 
seems  to  be  approaching  rapidly — it  is  hoped  that  our 
airplane  designers  may  be  permitted  to  “beat  their 
swords  into  plow  shares,”  even  in  anticipation  of  peace, 
by  proceeding  with  plans  for  the  construction  of  com¬ 
mercial  planes  to  meet  the  waiting  needs. 

Prospective  Rates 

Exact  performance  characteristics  cannot  be  pre¬ 
dicted,  but  in  the  not  distant  future  we  can  expect 
rates,  both  domestic  and  international,  which  will  pro¬ 
vide  fares  within  the  reach  of  all  on  planes  cruising 
upwards  of  four  hundred  miles  per  hour.  This  will 
permit  fares  of  approximately  $7  from  New  York  to 
Washington.  $25  to  Chicago,  $75  to  Los  Angeles.  $75 
to  Mexico  City,  and  $100  to  Europe. 

Of  course,  the  development  of  the  airliner  itself 
is  but  one  element.  We  have  other  startling  inventions 
to  consider,  including  the  helicopter  and  the  glider. 
You  doubtless  have  read  the  .seemingly  fanciful  tales 
(although  I  have  learned  in  my  short  a.ssociation  with 
American  Airlines  that  one  finds  the  seemingly  fanci¬ 


ful  to  become  the  actual  practical  with  lightning-like 
rapidity)  with  respect  to  the  helicopter,  rising  verti¬ 
cally  under  varying  conditions  from  extremely  small 
space,  moving  horizontally  in  any  direction  and  de¬ 
scending  just  as  it  arose.  You  have  read  of  the  trains 
of  gliders,  and  these  are  but  incidents  in  aeronautical 
development. 

Provision  is  being  made  for  the  operation  of  planes 
of  the  future  in  expanding  airports.  Today  we  have 
on  Long  Island  the  beginning  of  the  construction  of 
the  Idlewild  Airport  which  is  proposed  to  cover  over 
2,500  acres  with  multiple  runways  more  than  10,000 
feet  in  length.  Studies  are  also  being  made  as  to  added 
stimulants  to  get  these  huge  planes  off  the  ground  in 
shorter  distances  as  well  as  to  provide  for  their  landing. 

A  New  World 

History  may  well  repeat  itself  following  this  war 
in  the  development  of  air  transportation,  just  as  fol¬ 
lowing  the  Civil  War  we  had  the  great  rail  expansion 
and,  following  the  first  World  War,  the  automobile. 
Each  of  these  opened  up  a  world  theretofore  unknown. 

How  are  we  going  to  meet  the  demands  of  this  in¬ 
fant  Hercules.?  We  have  seen  ample  demonstration  of 
the  organizational  and  inventive  genius  of  our  Amer¬ 
ican  people  and,  when  we  add  to  their  already  de¬ 
veloped  technical  skill  the  brawn  and  the  brains,  the 
courage  and  the  initiative,  the  knowledge  and  experi¬ 
ence  of  our  hundreds  of  thousands  of  highly  trained 
pilots,  of  our  millions  of  crew  members  and  other 
operators  in  our  air  force  and  civilian  operations  and 
the  air-mindedness  newly  born  in  the  minds  of  tens 
of  millions  of  our  people,  we  have  indeed  a  fertile  field 
upon  which  to  draw. 

One  must  add  to  this,  of  course,  our  physical  re-  ■ 
sources  and  manufacturing  plants  capable  of  develop¬ 
ing  the  necessary  equipment. 

Expansion  to  meet  the  air  challenge  and  to  solve 
the  problems  which  will  arise  will  necessitate  freedom 
and  flexibility.  One  of  the  most  difficult  things  a  busi¬ 
ness  can  do  is  to  expand  rapidly  in  an  economic  and 
efficient  way.  Growing  pains  can  turn  into  paralytic 
strokes  if  imagination,  initiative,  and  the  enterprise 
of  free  men  are  thwarted  by  restrictive  rules  and 
regulations.  Progressive  initiative,  coupled  with  im¬ 
agination,  is  a  priceless  ingredient  of  good  business 
encouragement. 

The  development  of  this  infant  industry  is  neces¬ 
sarily  contingent  upon  freedom  to  exercise  the  im¬ 
agination.  Its  speed  is  revolutionary  and  its  ultimate 
future  is  not  only  in  traffic  which  is  moving  today, 
but  in  traffic  which  is  as  yet  nonexistent.  No  one  can 
precisely  foretell  what  the  future  of  aviation  is  any 
more  than  our  fathers  could  foretell  our  rapid  transit. 
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our  highway  systems  and  suburban  life,  or  our  grand¬ 
fathers  could  foretell  our  luxury  railroad  or  steamship 
transit.  Aviation’s  future  lies  in  the  unknown  progress 
of  mankind. 

Man  does  as  he  has  facilities  for  doing.  Bringing 
Chicago  closer  to  New  York  than  Philadelphia,  Europe 
as  close  as  Buffalo,  Rio  de  Janiero  and  Moscow  as 
close  as  Chicago,  and  China  no  further  than  Texas  by 
surface  means  of  transportation  is  bound  to  have 
tremendous  repercussions  on  our  everyday  living  and 
travel  habits.  Air  transport  is  a  facility  which  will 
change  traffic  patterns  and  characteristics. 

Existing  Traffic  Needs  No  Criterion 

Many  persons  estimate  air  transport  potential  in 
the  light  of  existing  travel  and  trade,  and,  basing  their 
thoughts  on  the  premise  that  rates  are  the  most  im¬ 
portant  thing  concerning  that  traffic,  they  compare 
future  air  rates  to  existing  surface  rates  and  admit 
that  a  portion  of  the  high-valued  traffic  will  move  by 
air.  That  is  true  if  your  basis  for  estimates  is  made  on 
a  cross-section  of  present  traffic  originated  by  surface 
means.  But  air  transport’s  great  potential  traffic  lies 
in  a  developing  society — it  lies  in  change,  and  no 
thought  about  its  future  can  be  valid  unless  this  is 
taken  into  consideration.  That  some  traffic  will  be 
diverted  from  land  or  sea  methods  I  do  not  doubt,  but 
with  that  I  am  not  concerned.  There  will  be  ample 
traffic  for  all,  and  just  as  the  automobile  developed 
freight  for  the  railroads  and  steamship  companies,  so 
will  the  aviation  industry  do  the  same.  Within  a  few 
years  much  of  our  volume  of  traffic  will  be  that  which 
would  not  move  under  other  forms  of  transportation. 
For  instance,  before  the  war  while  operating  our 
sleeper  planes  men  could  and  did  take  week-end  trips 
to  California,  or  the  Westerners  came  on  to  New  York 
for  a  week-end.  That  was  something  not  done  before. 
Think,  too,  of  the  tropical  products  now  available 
overnight  which  formerly  would  spoil  before  they 
could  be  marketed.  Just  as  the  automobile  developed 
new  markets,  so  will  air  transport  develop  new  uses. 

This  air  transportation  is  an  industry  which,  by  its 
very  nature,  requires  changes  in  procedures  and  in 
habits  presently  used  in  trade  and  commerce.  It  is  an 
industry  whose  greatest  value  to  the  onward  push  of 
civilization  lies  in  the  stimulus  it  gives  to  development 
of  things,  of  new  methods  of  doing  business  and  in  its 


Question:  I  would  like  to  hear  what  Mr.  Kemp 
has  to  say  with  regard  to  freight  rates  for  air  trans¬ 
port,  in  view  of  the  fact  that  most  of  us  know  that 
railroad  freight  rates  are  less  than  a  cent  a  mile.  There 


significant  influence  on  the  thinking  of  our  people. 

As  a  result,  its  management  must  be  of  a  type  which 
will  strike  out  into  unexplored  territories.  In  its  pio¬ 
neering,  it  should  be  given  freedom  of  management  to 
permit  the  free  exercise  of  imagination  and  initiative. 

The  Place  of  Regulation 

Regulation  must  be  farsighted  and  willing  to  break 
from  tradition.  And  there  can  be  no  doubt  that  the 
inherent  characteristics  of  this  industry  require  that 
regulation  be  by  one  jurisdiction — the  Federal  Gov¬ 
ernment. 

Having  seen  the  benefits  of  government  regulation 
in  other  walks,  I  am  a  firm  believer  in  that  control  as 
heretofore  applied,  but  at  the  other  pole  of  one’s  think¬ 
ing  is  thought  of  government  ownership  of  which  one 
hears  some  whispering.  A  business  of  such  technical 
character,  requiring  such  initiative,  resource  and  drive, 
would  indeed  be  badly  hindered — if  not  destroyed — 
were  the  evils  of  politics  allowed  to  enter. 

In  the  new  realm  of  international  air  transport  we 
must  rely  on  our  government  to  see  that  American 
flag  carriers  have  equal  opportunity  with  others,  not 
only  in  so  far  as  our  homeland  is  concerned  but  also 
in  world  commerce  and  the  very  important  part  we 
must  play  in  maintaining  freedom  through  air  power. 
I  believe  we  can  rely  upon  sound  thinking  in  Wash¬ 
ington  to  see  that  the  American  form  of  free  enter¬ 
prise  will  maintain  our  place  among  the  nations  of 
the  air  world. 

Yesterday,  world  economic,  political  and  military 
thinking  was  predicated  upon  a  conception  of  land 
and  sea.  Aviation  has  turned  the  page  on  that  era. 

Of  course,  nations  will  continue  to  have  boundary 
lines  and  will  use  water  and  land  methods  of  trans¬ 
portation.  But  aviation  changes  all  relative  values  and 
makes  possible  that  which  has  for  all  man’s  prior 
history  been  impossible. 

Our  ramparts,  our  frontiers,  are  in  the  sky.  Here 
will  our  freedom  be  defended  and  made  secure.  And 
here  will  our  commerce  and  our  trade — the  things  we 
live  by — become  increasingly  fluid,  flexible,  expansive. 

Whether  we  like  it  or  not,  this  is  our  new  world. 
It  starts  from  where  we  are  and  reaches  everywhere. 
We  may  choose  to  advance  with  this  air  age  or  we 
can  sit  by  and  be  swept  along  with  it,  but  we  are 
certain  to  move  with  it. 


is  a  divergence  of  opinion  with  respect  to  freight  rates 
for  aviation.  Some  say  ten  cents  a  ton-mile  or  more. 
Would  you  care  to  comment  on  that,  Mr.  Kemp? 

Mr.  Kemp:  I  think  it  is  quite  a  simple  question  to 
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answer:  it  is  a  case  of  supply  and  demand;  it  is  a  case 
of  the  costs  and  the  needs. 

Regulation  provides  that  a  carrier  or  a  utility  is 
entitled  to  its  cost,  plus  a  return  on  its  investment. 
The  cost  to  haul  a  ton  of  freight  or  a  pound  of  freight 
on  a  railroad  is  an  entirely  different  thing  from  the 
cost  of  hauling  a  ton  or  a  pound  of  freight  by  air. 
Therefore,  the  varying  costs  to  be  taken  into  con¬ 
sideration,  plus  a  return  on  the  varying  investments, 
will  make  for  very  different  rates  in  different  types  of 
transportation.  Does  that  answer  your  question? 

Question:  It  answers  my  question,  but  with  respect 
to  the  airplane  competing  with  the  railroad,  it  is  quite 
difficult  for  me  to  conceive  how  that  would  be  pos¬ 
sible  in  view  of  the  present  railroad  freight  rates. 

Mr.  Kemp:  Of  course  it  is  silly  in  this  day  even  to 
think  about  the  airplane  competing  with  the  railroad 
for  the  hauling  of  coal,  gravel,  iron,  and  things  of  that 
nature.  (I  hope  none  of  my  people  will  hear  me  say 
that,  because  there  is  one  thing  I  have  learned  since 
I  have  been  in  this  business:  there  just  “ain’t”  no 
such  thing  as  impossible!) 

However,  I  do  feel — and  INIr.  Patterson  of  United 
seems  to  feel  the  same  way — that  it  is  going  to  be  a 
long  time  before  there  will  be  direct  competition  for 
a  great  number  of  commodities.  There  are,  however, 
certain  types  of  merchandise  which  are  better  trans¬ 
ported  by  airplane  than  by  any  other  method,  and  the 
shipper  can  well  afford  to  pay  the  difference. 

To  my  amazement,  one  of  the  items  that  has  been 


of  great  concern  to  merchants  has  been  the  inability 
of  the  air  lines  to  carry  women’s  frocks  and  hats  across 
the  continent.  For  some  extraordinary  reason,  that  no 
man  can  comprehend,  there  seems  to  be  some  anxiety 
to  get  them  there  quicker.  I  don’t  know  why — per¬ 
haps  they  can  sell  them  better,  or  something  of  that 
sort.  But  there  is  a  difference.  You  can  compare  the 
different  rates  on  different  commodities  between  these 
different  forms  of  transportation. 

Question:  Referring  to  the  question  that  was  asked 
you  before,  IMr.  Kemp,  has  there  been  any  investiga¬ 
tion  made  as  to  the  actual  cost  per  ton-mile  on,  we’ll 
say,  women’s  wearing  apparel  between  specific  points 
with  the  equipment  that  you  now  have,  and  if  so, 
are  those  figures  available  for  publication? 

Mr.  Kemp:  I  don’t  know  whether  there  is  any  study 
being  made  by  the  railroads.  Doubtless  there  is,  be¬ 
cause  they  don’t  overlook  any  studies. 

I  think  it  can  be  safely  said  with  respect  to  air  trans¬ 
port  that  there  have  been  some  general  studies  made 
of  cargo  costs,  but  cargo  and  express  are  so  very  new 
in  air  transport  that  I  doubt  whether  those  studies 
would  be  of  much  value.  However,  when  we  get  the 
necessary  equipment,  and  when  we  are  able  to  go  out 
and  solicit  express  and  cargo  business,  I  believe  we 
will  then  be  getting  closer  studies  of  the  cost.  As  Judge 
Fletcher  has  pointed  out,  it  is  what  the  competition 
will  permit  in  order  to  get  the  business.  The  railroads 
are  all  on  a  competitive  basis,  and  I  imagine  that 
we  will  be  similarly  situated. 


PROSPECTS  OF  MARITIME  SHIPPING 

By  Edward  P.  Farley 
Chairman,  Association  of  American  Shipowners 


WE  ARE  in  a  slightly  different  position  from  Mr. 

Romney’s  automotive  industry.  They  have  high 
ambitions  for  the  future,  but  we  are  going  to  face  the 
future  with  forty  million  or  more  tons  of  government- 
owned  shipping.  That  is  something  to  consider,  I  as¬ 
sure  you. 

In  our  early  history  shipowning  was  a  profitable 
venture  and  an  important  one,  probably  the  most  im¬ 
portant  of  all  our  commercial  activities,  for  we  were 
dependent  on  it.  We  therefore  aided  it  in  every  way  to 
induce  venture  capital,  and  we  fought  wars  to  defend 
our  ships  and  cargoes  from  interference  on  the  high 
seas.  Soon,  however,  the  increased  population,  com¬ 
bined  with  our  great  natural  resources,  led  to  the  de¬ 
velopment  of  other  industries — industries  which  af¬ 


forded  more  profitable  investment  for  our  own  and 
foreign  capital.  Our  industrial  empire  was  protected  by 
the  greatest  of  all  subsidies — a  high  tariff  wall.  But 
shipowning  enjoyed  no  such  protection,  and  the  indus¬ 
try  began  to  decline  in  this  country  when  it  no  longer 
presented  the  most  profitable  field  for  capital.  From 
time  to  time,  Congress  has  taken  notice  of  this  fact, 
realizing  that  in  the  event  of  war  we  suffer  from  the 
lack  of  American  ships. 

Shipping  and  the  Last  War 
In  1916,  when  we  found  that  we  could  not  deliver 
our  cotton  and  other  exports  nor  obtain  many  needed 
imports  because  of  the  war  in  Europe.  Congress 
passed  the  Shipping  Act.  which  established  the  Ship- 
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ping  Board  to  encourage  the  development  of  an  Ameri¬ 
can  Merchant  Marine.  We  entered  the  war  in  1917 
and  pitched  into  a  shipbuilding  program  greater  than 
anything  ever  thought  of  before.  We  ended  by  having 
the  largest  fleet  in  the  world,  some  eleven  million 
deadweight  tons  of  new  ships. 

In  1920,  when  freight  rate  were  at  their  peak  due  to 
early  postwar  conditions,  and  when  the  problem  was 
being  considered  of  what  to  do  with  this  government 
fleet,  Congress  passed  the  Shipping  Act  of  1920.  This 
act  had  as  its  objective  the  further  development  of 
American  shipping,  both  domestic  and  foreign.  At  that 
time  the  complete  collapse  of  the  earning  power  of 
our  ships  was  not  foreseen,  and  the  act  was  drafted  on 
the  assumption  that  United  States  shipping  was  about 
to  enter  a  period  of  brisk  trading  conditions.  The  Ship¬ 
ping  Board  was  accordingly  empowered  to  protect  the 
public  from  any  unreasonable  rates  which  might  en¬ 
sue.  The  reverse  happened,  however,  and  the  shipping 
world  was  faced  with  a  surplus  of  ships  and  a  shortage 
of  freight.  The  Shipping  Board,  which  had  encouraged 
the  sale  of  new  cargo  ships  at  $160  per  deadweight 
ton,  soon  found  it  impossible  to  sell  these  same  ships 
at  even  $30  a  ton,  except  in  very  limited  numbers. 
However,  the  Shipping  Board  felt  that  it  had  a  man¬ 
date  to  see  that  a  large  fleet  of  ships  was  operating  in 
our  foreign  trade — and  even  in  our  domestic  trade. 
These  government  vessels  were  accordingly  operated 
through  ship-operating  companies  and  frequently  in 
competition  with  the  privately  owned  American  ships. 
IMaintaining  a  large  fleet  at  sea  partially  loaded  cost 
the  American  public  hundreds  of  millions  of  dollars, 
and  brought  about  the  bankruptcy  of  a  number  of 
shipping  companies.  The  American  public  soon  tired 
of  the  enormous  losses  resulting  from  this  operation 
and  gradually  the  ships  were  withdrawn.  Some  of 
them  were  eventually  sold. 

The  operating  losses  continued.  In  1928  Congress 
was  again  ready  to  take  up  the  question  of  aiding 
private  ship  enterprise.  It  encouraged  the  building  of 
improved  types  of  tonnage  through  the  passage  of  the 
Shipping  Act  of  1928.  This  provided  a  mail  subvention 
for  ships  in  foreign  trade,  thus  granting  an  indirect 
subsidy  to  these  ships.  This  act  proved  to  be  faulty, 
owing  partly  to  the  fact  that  its  administration  was 
divided  between  two  different  agencies  of  the  govern¬ 
ment,  the  United  States  Shipping  Board  and  the  Post 
Office  Department. 

The  Maritime  Commission 

An  investigation  by  a  Senate  Committee  resulted 
in  the  passage  of  the  Merchant  Marine  Act  of  1936, 
which  created  the  United  States  Maritime  Commis¬ 
sion,  the  successor  of  the  old  Shipping  Board.  The 


Maritime  Commission  by  this  act  was  charged  with 
the  responsibility  for  developing  the  Merchant  Marine; 
and  at  the  same  time  it  was  given  duties  which  involved 
legislative  and  quasi- judicial  functions.  The  Commis¬ 
sion  immediately  undertook  the  building  of  a  modern 
fleet  of  fast  ships,  and  awarded  subsidies  to  the  lines 
operating  on  those  trade  routes  which  were  deemed 
essential.  This  program  has  been  of  great  value  in 
the  war  effort.  As  a  result  of  its  dual  functions,  how¬ 
ever,  the  Commission  found  itself  very  frequently  in 
conflict  with  its  own  interests  and  in  competition  with 
other  shipowners.  The  Commission  was  often  in  the 
difficult  position  of  being  in  business  with  its  own 
ships,  while  at  the  same  time  approving  conferences 
and  regulating  the  operations  of  private  shipping 
companies.  It  paid  subsidies  to  one  owner  in  a  trade, 
while  another  independent  owner,  operating  ships  in 
the  same  trade,  might  be  receiving  no  help  whatever 
from  the  government. 

The  relations  between  the  shipping  business  and  all 
the  various  agencies  of  the  government  are  involved 
to  a  tremendous  extent;  in  this  respect  it  probably 
surpasses  every  other  form  of  commercial  activity  in 
the  country.  In  1900  the  shipowner  was  required  to 
deal  with  only  five  different  governmental  depart¬ 
ments.  Today,  without  any  reference  to  the  added 
duties  imposed  by  the  war,  we  can  count  at  least 
thirty-eight  governmental  departments,  agencies  and 
commissions  directly  affecting  the  maritime  industry. 

By  the  beginning  of  1940,  the  demand  for  ships  to 
carry  exports  and  imports  was  so  great  that  many 
ships  were  taken  out  of  the  domestic  trade  and  chart¬ 
ered  for  foreign  service.  This  demand  continued  to 
such  an  extent,  that  by  December,  1941,  all  seagoing 
vessels  were  being  used  by  the  government  in  the  in¬ 
terest  of  national  defense,  and  they  have  continued 
to  be  so  used  to  date.  In  February,  1942,  the  President 
established  the  War  Shipping  Administration  within 
the  Office  for  Emergency  Management  and  appointed 
Rear  Admiral  Emory  S.  Land,  Chairman  of  the  Mari¬ 
time  Commission,  as  War  Shipping  Administrator. 
The  executive  Order  setting  up  this  office  stated  that 
it  would  have  the  authority  to  “control  the  operation, 
purchase,  charter,  requisition  and  use  of  all  ocean 
vessels  under  the  flag  or  control  of  the  United  States, 
except  combatant  vessels  of  the  Army,  Navy  and 
Coast  Guard”  and  ships  engaged  in  coastwise  and  in¬ 
land  transportation.  The  Maritime  Commission  re¬ 
tained  the  responsibility  for  the  construction  of  the 
new  war  fleet  and,  under  Admiral  Vickery’s  direction, 
the  program  was  enormously  enlarged — so  that  to 
date  there  are  over  4,000  ships  with  a  deadweight 
tonnage  of  over  forty  million  tons,  either  under  con¬ 
struction  or  completed  and  turned  over  to  the  War 
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Shipping  Administration.  This  has  proven  to  be  a 
magnificent  and  outstanding  performance. 

The  Problem  of  Government-owned  Ships 

The  result,  at  the  end  of  the  war,  will  be  that  our 
government  will  have  the  largest  fieet  of  ships  in  the 
world.  The  amount  of  tonnage  under  private  American 
or  foreign  ownership  will  be  small  in  comparison. 
Therefore,  the  big  question  facing  us  will  be  how  to 
deal  with  this  government-owned  fleet.  It  would  ap¬ 
pear,  in  the  light  of  past  experience,  that  the  Mari¬ 
time  Commission  will  find  it  very  difficult  to  cope 
with  this  problem  so  as  to  do  justice  to  the  private 
owners.  There  is  danger  that  the  same  confusion  will 
exist  as  occurred  after  the  last  war.  The  Commission 
will  find  itself  again  with  conflicting  interests.  On 
the  one  hand,  it  will  be  the  owner  and  possibly  the 
operator  of  the  largest  fleet  in  the  world.  In  this  capa¬ 
city  it  will  be  in  competition  with  all  other  shipowners. 
On  the  other  hand,  it  wdll  possess  quasi-judicial 
powers  over  rates  and  practices.  It  will  be  the  judge 
and  the  jury  to  hear  applications  for  approval  of  con¬ 
ference  agreements  and  will  have  to  decide  whether 
certain  rates  and  practices — practices  which  will  also 
apply  to  its  own  ships — are  fair  and  in  accordance  with 
the  public  interest. 

During  the  twenty-one  years  from  the  end  of  the 
last  war  to  the  beginning  of  the  present  war,  the  gov¬ 
ernment  ships  were  a  reservoir  from  which  any  com¬ 
pany  or  individual  could  purchase  ships  and  compete 
with  any  other  American  shipowner,  either  in  domestic 
or  foreign  trade.  These  ships  could  be  purchased  at 
a  small  fraction  of  their  original  cost,  and  the  pur¬ 
chasers  would  appear  upon  the  scene  only  at  times 
when  shipping  conditions  were  advantageous.  This 
resulted  in  many  destructive  rate  wars  in  nearly  all 
trades  and  more  especially  in  our  intercoastal  trade. 
Competition  between  American  shipowners  existed 
on  a  basis  of  rates  rather  than  of  service.  This  practice 
was  finally  brought  under  control  when  Congress 
passed  a  law  sterilizing  the  government-owned  fleet 
in  1939  by  preventing  its  sale  except  during  a  state  of 
national  emergency.  The  success  of  private  enterprise 
in  the  postwar  period  will  depend  on  the  withdrawal 
of  government  ships. 

The  decision  of  what  types  of  ships  will  be  needed 
and  the  transfer  to  private  ownership  of  the  large 
proportion  of  this  fleet,  is  truly  a  major  task  for  the 
Maritime  Commission  to  execute.  It  must  necessarily 
be  dependent  to  a  great  extent  on  the  world  political 
situation. 

Conflict  of  Interest 

The  Commission  has  set  up  a  committee  for  the  pur¬ 


pose  of  surveying  such  problems.  It  would  be  desir¬ 
able  if  some  method  could  be  devised  to  divorce  its 
interest  in  the  ownership  of  vessels  from  its  respon¬ 
sibilities  and  duties  as  a  regulating  body.  Only  in  this 
way  can  there  be  no  charge  of  self-interest  in  the  ex¬ 
ercising  of  these  regulatory  duties.  It  must  concern 
itself  with  the  prevention  of  unfair  and  unjust  com¬ 
petition  between  shipping  companies  of  this  country 
and  with  the  regulation  of  competition  with  foreign 
shipowners  whose  operating  costs  are  lower.  There  is 
a  great  need  for  setting  up  rate  regulations  so  that 
competition  between  American  ships  and  foreign  ships 
in  the  foreign  trade  will  be  on  a  basis  of  service  rather 
than  on  a  basis  of  rates.  A  great  deal  of  study  should 
be  given  to  the  question  of  subsidies;  for,  as  long  as 
our  ports  are  open  to  all  flags,  foreign  governments 
can  meet  our  subsidies,  and  thus  nullify  the  effective¬ 
ness  of  such  measures. 

The  supervision  of  domestic  shipping  was  removed 
from  the  Maritime  Commission  and  placed  under  the 
jurisdiction  of  the  Interstate  Commerce  Commission 
by  the  passage  of  the  Transportation  Act  of  1940.  Al¬ 
though  freed  from  foreign  competition,  domestic  ship¬ 
ping  does  compete  with  other  forms  of  transporta¬ 
tion — motor  vehicles  and  railroads.  It  is  hoped  in  the 
postwar  period  that  the  Interstate  Commerce  Com¬ 
mission  will  be  able  to  develop  a  rate  structure  that 
will  be  fair  for  all,  so  that  the  healthy  growth  of  each 
type  of  transportation  will  be  encouraged.  Each  should 
be  allowed  to  develop  the  operation  for  which  it  is 
best  suited.  It  does  not  serve  the  public  to  have  rate 
wars  which  deplete  the  resources  of  the  carriers  and 
prevent  maintenance  and  rebuilding.  As  has  been 
proven  by  the  use  to  which  the  domestic  ships  have 
been  put  in  the  past,  there  is  a  need  for  a  well-rounded 
and  thoroughly  developed  merchant  marine  in  our 
coastwise  trade — where  the  ships  are  always  available 
for  government  service  should  the  emergency  arise. 

Private  Postwar  Planning 

Postwar  planning  for  the  shipping  business  is  also 
under  consideration  by  a  number  of  other  organiza¬ 
tions.  In  addition  to  the  committee  of  the  Maritime 
Commission,  the  shipping  industry  has  formed  the 
American  Maritime  Council.  This  council  is  composed 
of  shipowners,  shipbuilders  and  also  members  of  gov¬ 
ernmental  departments.  The  American  Merchant 
Marine  Institute  and  the  Association  of  American 
Shipowners  are  also  studying  the  problem.  All  of  these 
must  work  together  with  the  Maritime  Commission  if 
we  are  to  avoid  the  mistakes  made  with  our  World 
War  I  fleet.  It  is  important  that  the  government  adopt 
a  policy  with  respect  to  its  wartime  tonnage  as  .soon  as 
possible;  for  no  private  shipowner  can  determine  the 
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future  course  of  his  business  nor  plan  the  development 
of  his  fleet  until  he  knows  what  the  government  policy 
will  be. 

The  Maritime  Commission,  of  course,  holds  the 
key  to  the  whole  future  of  American  shipping.  The 
activities  of  private  owners,  actual  and  prospective, 
will  be  dependent  upon  the  policies  determined  by  the 
Commission.  Obviously,  it  is  a  serious  matter  for  the 
private  owners  to  do  anything  which  may  seem  to 
antagonize  the  Commission.  Yet,  the  ultimate  mainte¬ 
nance  and  satisfactory  operation  of  American  shipping 
must  depend  largely,  in  this  field  as  in  others,  upon 
the  enterprise  and  skill  of  private  owners. 

I  am  confident  that  they  stand  ready  to  cooperate 
in  the  fullest  degree  with  the  government  agencies  in 


Question;  What  do  you  think  will  happen  in  the 
postwar  world  with  respect  to  transatlantic  steamship 
travel  in  view  of  the  anticipated  airplane  competition 
that  has  been  mentioned  by  Mr.  Kemp?  What  pro¬ 
visions  are  the  steamship  men  making  to  meet  that 
competition? 

Mr.  Farley:  I  think  that  is  all  in  the  realm  of 
what  is  the  government  going  to  do  and  what  are  they 
going  to  have  after  the  war  is  over.  I  don’t  look  for  any 
extensive  building  of  large  or  fast  steamships.  I  believe 
the  tendency  will  be  to  build  smaller  vessels,  and 
people  will  utilize  them  in  order  to  travel  cheaply — 
that  is,  people  who  don’t  mind  a  sea  voyage,  if  you  are 
speaking  of  passenger  vessels.  I  think  people  who  want 
to  get  there  in  a  hurry  will  use  the  air. 

Question:  What  about  cargo? 

Mr.  Farley:  If  the  government  has  all  these  ships 
in  its  possession  at  the  end  of  the  war,  it  will  carry 
cargo  so  cheaply  that  there  won’t  be  much  competi¬ 
tion. 

Question:  Will  subsidies  be  necessary  to  maintain 
a  healthy  merchant  marine  at  the  close  of  the  war? 

Mr.  Farley:  At  the  close  of  the  war  the  govern¬ 


the  development  of  a  sound  program  for  the  future. 
They  must  not  hesitate  to  offer  constructive  criticism, 
even  though  it  may  seem  to  be  in  opposition  to  what 
was  originally  suggested  by  government  authorities. 
They  must  themselves  be  prepared  to  take  a  farsee- 
ing,  even  statesmanlike,  attitude  on  shipping  policies 
and  to  maintain  that  attitude  with  intelligence  and 
courage. 

In  this  field,  as  in  others,  I  visualize  a  great  future 
for  American  industry,  working  in  full  cooperation 
with  public  authorities  but  with  complete  recognition 
by  such  authorities  that  operation  is  ultimately  a 
matter  for  private  owners  under  proper  regulation — 
not  for  the  government  itself. 


ment  will  own  forty  million  tons  of  shipping.  It  can’t 
get  its  cost  out  of  them;  the  people  won’t  buy  them. 
The  government  will  either  have  to  run  them  itself  or 
reduce  the  price  to  such  an  extent  that  someone  is 
going  to  get  a  subsidy  to  start  with — a  cost  subsidy. 

With  respect  to  paying  out  a  subsidy  to  take  care 
of  the  difference  between  the  cost  of  American  opera¬ 
tion  in  foreign  trade  as  against  foreign  operation  with 
lower  operating  costs,  we  have  crossed  that  bridge;  I 
think  we  will  continue  to  do  it. 

However,  the  setting-up  of  subsidies  is  a  very  com¬ 
plex  problem.  As  I  tried  to  point  out,  it  is  perfectly  pos¬ 
sible  for  the  countries  of  competing  flagships  to 
nullify  what  we  attempt  to  do  by  granting  a  subsidy  to 
their  ships.  That  is  why  I  said  that  in  some  way  or 
other  we  must  have  regulation  which  will  produce  a 
competition  of  service.  In  other  words,  there  will  be 
a  bottom  as  well  as  a  top  in  rates. 

Question:  Do  you  refer  to  international  regulation 
to  accomplish  that  purpose? 

Mr.  Farley:  Yes,  I  think  it  ties  in  to  subsidies. 
I  don’t  really  call  it  regulation;  I  call  it  a  form  of  sub¬ 
sidy  that  can’t  be  circumvented  by  someone  else. 


2.  Readjustments  in  Petroleum  and  Mining 

Chairman:  Joseph  E.  Pogue 
Vice  President,  Chase  National  Bank 


FREEDOM  FOR  THE  INDIVIDUAL  -  OUR  MAIN  PROBLEM  IN  POSTWAR 

READJUSTMENTS 


By  Paul  Ryan 

Chairman,  Subcommittee  on  Postwar  Readjustment,  Petroleum  War  Council 


History  shows  that  postwar  planning  is  not 
new.  During  every  war  of  the  last  two  cen¬ 
turies  contemporary  writings  have  reflected  the  wish¬ 
ful  thought  that  the  leaders  of  those  periods  would 
plan  to  make  a  better  world  after  the  war.  And  at 
different  ages  in  history,  men  have  fought  to  survive 
physical  dangers  and  have  planned  to  prevent  the 
repetition  of  those  circumstances  which  brought 
troubles  upon  them. 

Successful  business  men  have  long  recognized  the 
need  for  planning — for  devising  some  flexible  course 
of  action  which,  while  recognizing  that  the  future  in 
general  reflects  the  past,  would  enable  them  to  guard 
against  a  recurrence  of  past  difficulties. 

Today,  for  the  first  time,  we  are  witnessing  the 
projection  of  government  into  the  field  of  postwar 
planning.  Planning  in  itself  is  not  new,  either  for  indi¬ 
viduals  or  businessmen;  the  only  new  aspect  is  the 
assumption  by  government  of  the  responsibility  of 
planning  for  all  of  us  en  masse  instead  of,  as  of  old, 
allowing  the  individual  to  assume  the  responsibility 
of  planning  for  himself  as  an  individual.  There  are 
several  important  characteristics  of  this  present 
planning. 

The  Approach  to  Planning 

1.  Leaders  in  both  business  and  government  are  con¬ 
vinced  that  our  first  task  is  to  win  the  war  quickly, 
effectively  and  permanently.  These  same  leaders, 
however,  with  equal  clarity,  are  convinced  that  it 
is  vastly  more  intelligent  to  study  now  some  of  the 
problems  whieh  may  be  faced  in  a  postwar  economy 
rather  than  to  wait,  as  after  the  last  war,  until  the 
problems  are  immediately  confronting  us. 

2.  During  the  past  century  or  so,  the  struggles  of 
our  ancestors  were  against  the  forces  of  nature,  against 
physical  forces.  As  their  struggles  were  successful  in 
overcoming  these  physical  forces,  there  arose  the  need 
to  subordinate  their  individual  activities  into  those 
group  activities  which  constitute  human  society. 
Combatting  the  forces  which  opposed  society  was  a 
joint  action  of  these  individuals;  the  agency  of  such 


mass  action,  our  government,  will  in  the  future  as¬ 
sume  an  increasingly  active  role  in  combatting  those 
sociological  forces  which  the  individual  is  unable  to 
combat  by  himself. 

Aims  of  Professional  Planners 

3.  We  hear  our  professional  planners  promise  that 
“Everything  will  be  different  after  this  war.  Our 
standard  of  living  will  be  so  much  higher,  and  our 
social  changes  will  eliminate  want,  unemployment, 
fear  of  old  age,  fear  of  sickness.”  From  almost  every 
war  in  the  last  century  and  a  half  have  emerged  some 
inventions  which  have  helped  our  standard  of  living. 
One  of  the  very  few  blessings  of  war  is  that  war  stimu¬ 
lates  the  inventive  genius  of  mankind  to  create,  in  a 
very  brief  period  of  time,  instruments  to  destroy  his 
fellows;  some  of  these  instruments  are  later  converted 
to  the  beneficial  uses  of  mankind. 

These  changes,  however,  have  taken  place  only  in 
the  externals — in  the  social  conveniences;  those  de¬ 
velopments  have  been  most  suceessful  which  have 
reduced  labor,  material,  time  and  space.  The  steam 
engine,  the  locomotive,  the  telegraph,  the  wireless,  the 
radio,  the  electric  light,  electric  motive  power  for 
manufacturing  industries,  the  telephone,  the  auto¬ 
mobile,  the  airplane — eaeh  has  helped  to  save  labor, 
material,  time  or  space. 

While  this  progress  in  externals  has  occurred,  funda¬ 
mental  human  nature  has  remained  about  the  same. 
Anatomically  and  emotionally,  the  modern  man  is  not 
much  different  from  Adam  in  the  Garden  of  Eden. 
The  mutual  love  of  children  and  of  parents,  the  desire 
of  a  parent  to  protect,  educate  and  help  his  children, 
the  defense  by  an  individual  of  his  property,  and  the 
hatred  of  cruelty,  the  instinct  to  acquire  and  pos¬ 
sess,  the  competitive  urge  to  excel,  the  appreciation  of 
work  and  the  enjoyment  of  its  rewards — all  of  these 
fundamentals  comprise  the  personality  of  men. 
Through  the  years  they  have  been  continuous  and 
unchanged,  and  they  shall  remain  unchanged  regard¬ 
less  of  any  “social  planners.” 
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This  is  one  of  the  basic  concepts  in  any  planning  for 
us  Americans — to  realize  that  although  our  postwar 
economy  may  differ  in  details,  in  emphasis,  in  some 
necessary  controls,  and  in  other  minor  respects  from 
that  to  which  we  have  been  accustomed,  our  funda¬ 
mental  existence  will  not  be  greatly  changed. 

4.  All  natural  forces  have  one  common  attribute — 
they  tend  to  continue  in  their  original  direction  of 
travel  until  other  external  forces,  sufficiently  strong, 
divert  them  from  their  original  direction.  These 
changes  are  never  abrupt;  they  are  always  gradual, 
producing  a  graceful  curve  which  diverges  somewhat, 
but  continues  in  the  same  general  direction  in  which 
the  natural  force  originally  was  traveling. 

For  this  reason,  the  forces  which  have  made  Amer¬ 
ica  great  and  which  have  caused  this  country’s  6%  of 
the  world’s  population  to  produce  47%  of  the  world’s 
goods,  have  achieved  such  a  momentum  that,  although 
they  may  be  somewhat  diverted  by  new  sociological 
forces,  they  will  in  general  continue  to  travel  in  the 
same  direction. 

Our  problem  now  is  to  measure  and  appraise  the 
strength  and  the  validity  of  these  new  sociological 
forces  which  attempt  to  alter  the  dominance  of  the 
individual  and  his  relation  to  mass  society  by  tending 
to  swerve  our  “American  way  of  living”  into  new  di¬ 
rections. 

5.  Many  discussions  of  postwar  planning  involve  the 
desire  of  the  planner  to  direct  the  planned  into  some 
particular  activity  conceived  by  the  planner.  The 
planner  chooses  to  arrogate  to  himself  the  responsi¬ 
bility  for  the  actions  of  the  planned  and  he  wishes 
to  subordinate  the  individual  initiative  of  the  planned. 

The  history  of  the  development  of  this  country, 
quite  distinct  from  the  histories  of  foreign  countries, 
shows  that  the  United  States  has  become  great 
because  our  citizens  have  willingly  accepted  responsi¬ 
bilities  to  work  for  their  own  maintenance  and 
security  and  have  adequately  discharged  these  re¬ 
sponsibilities  by  the  use  of  their  own  individual  initia¬ 
tive.  The  basic  objective  of  all  postwar  planning, 
therefore,  whether  by  the  government  or  by  others, 
should  be  the  perpetuation  of  that  atmosphere  which, 
in  the  past,  has  caused  each  individual  to  recognize 
his  own  responsibilities  to  work  for  the  assurance  of 
his  own  present  and  future  security,  and  for  that  of 
his  family  and  his  country,  and  which  has  allowed 
the  freedom  of  opportunity  for  each  individual  to 
express  his  own  desires  and  his  personality  in  the  dis¬ 
charge  of  these  obligations. 

Professional  governmental  planners  want  to  assume 
for  each  individual,  and  discharge  for  him,  from  “the 
cradle  to  the  grave,”  his  own  responsibilities  to  en¬ 
gage  in  gainful  work,  to  provide  for  his  family  and 


himself  the  security  to  which  every  individual  is  en¬ 
titled.  The  primary  purposes  of  these  professional 
planners  should  be  threefold: 

a.  Avoid  arrogating  to  themselves  the  responsi¬ 
bilities  of  millions  of  other  individuals  to  es¬ 
tablish  their  own  security. 

b.  Avoid  depriving  the  individual  of  the  free 
exercise  of  his  individual  initiative  to  engage 
in  any  chosen  gainful  work. 

c.  Regulate  governmental  functionaries  of  the 
Securities  and  Exchange  Commission,  the  Fed¬ 
eral  Reserve  Bank,  the  Department  of  Agri¬ 
culture,  the  Department  of  Justice  and  those 
various  other  governmental  departments  whose 
bureaucratic  powers  affect  the  daily  lives  of 
130,000,000  ordinary  individuals. 

The  responsibility  of  those  of  us  in  industry,  there¬ 
fore,  must  be  to  guide  governmental  planners  to  re¬ 
create  and  reestablish  the  freedom  of  opportunity  for 
the  individual  to  discharge  his  own  individual  obli¬ 
gations  and  to  use  his  own  initiative  to  seek  gainful 
work  wherever  he  believes  there  is  the  best  oppor¬ 
tunity  for  his  own  self-expression,  so  that  there  is  no 
compulsion  either  by  governmental  edict  or  by  the 
pressure  of  economic  circumstances  to  force  any  in¬ 
dividual  to  be  employed  where  some  other  person 
plans  that  this  individual  shall  be  employed. 

War  and  the  Small  Business  Man 

6.  Every  war  has  produced  a  concentration  of 
power,  wealth  and  production  facilities  into  a  smaller 
number  of  bigger  industrial  units.  History  demon¬ 
strates  that  the  professional  man,  the  small  shop¬ 
keeper,  the  farmer,  has  always  been  drawn  by  the 
demands  of  war  from  the  nonessential  work  into  the 
essential  job  of  making  or  using  implements  of  war. 
The  inevitable  result  has  been  the  transmutation  of 
these  individual  entrepreneurs  into  soldiers,  or  into 
integral  parts  of  these  bigger,  more  powerful  industrial 
units. 

The  history  of  our  country  shows  that  after  each 
war  the  more  aggressive  of  these  individuals  separate 
from  the  larger  industrial  units  and,  through  the  ap¬ 
plication  of  their  own  individual  initiative,  again  be¬ 
come  individual  entrepreneurs — developing  their  own 
small  business  enterprises.  As  each  new  war  arrives, 
some  of  these  individual  enterprises,  under  wise  man¬ 
agement,  have  grown  so  that  they  in  turn  become  the 
nuclei  of  the  future  industrial  units  whose  growth  is 
stimulated  by  the  war. 

As  government  functioning  in  recent  years  has  en¬ 
compassed  some  industrial  operations,  some  reform 
elements  in  government  have  chosen  to  control  cer¬ 
tain  functions  of  private  business  by  attempting  to 
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control  a  few  large  units  in  a  particular  industry. 
Planners  of  private  competitive  industry  must  ef¬ 
fectively  block  the  progress  of  this  “reform”  move¬ 
ment  toward  government  control  of  private  enterprise 
in  the  postwar  period  by  working  intensively  and 
intelligently  to  assure  that  governmental  postwar 
plans  are  designed  to  stimulate  these  individual  entre¬ 
preneurs,  whom  wartime  industry  has  absorbed,  to 
return  to  their  chosen  gainful  work. 

Unless  private  industry  battles  to  stimulate  the  de¬ 
velopment  of  individual  initiative,  and  to  accelerate 
the  reestablishment  after  this  war  of  individual  entre¬ 
preneurs  in  competition  with  the  more  powerful  post¬ 
war  industrial  units,  then  private  industry  is  facilitat¬ 
ing  the  encroachment  and  ultimate  absorption  by  the 
government  of  the  fewer,  more  easily  controlled  units 
of  private  industry. 

As  we  battle  for  the  salvation  of  the  small  individual 
businessman,  who  will  compete  with  us,  we  are 
battling  for  our  own  salvation  and  preservation.  Only 
as  we  guarantee  that  this  small  businessman  shall 
have  freedom  of  opportunity  to  reestablish  himself 
in  the  postwar  world  can  we  gain  any  assurance  that 
we  may  continue  to  exist  in  the  postwar  world  free 
of  governmental  domination  and  control. 

The  Need  for  Perspective 

We,  in  the  oil  industry,  conceive  the  necessity  for 
postwar  readjustments  in  three  distinct  phases: 

1.  That  phase  in  which  the  government  affects 
general  business.  This  study  would  encompass  the 
general  attitudes  and  philosophies  of  government  to¬ 
ward  business,  particularly  in  the  fields  of  taxation, 
labor  relations,  controls  of  materials,  finance,  distribu¬ 
tion,  etc. 

2.  In  the  second  phase  we  consider  the  work  of  the 
Petroleum  Industry  itself  as  it  affects  other  industries 
(automotive,  aviation,  chemical,  manufacturing,  etc.) 
and  as  it  deals  with  problems  within  its  own  industry 
in  the  various  functions  of  producing,  transporting, 
refining  and  marketing  petroleum  products. 

3.  In  the  third  phase  are  considered  those  matters 
which  are  within  the  responsibility  of  each  individual 
company;  for  example,  reduction  of  costs,  provision  of 
supplies  and  equipment,  determination  of  products 
and  markets,  problems  of  industrial  relations  and  of 
public  relations,  etc. 

From  our  contacts  so  far  with  the  various  groups 
conducting  studies  of  postwar  problems,  several  ob¬ 
servations  are  worth  noting: 

1.  No  one  can  predict  the  nature  or  the  immensity 
of  these  postwar  problems  facing  industry.  The  com¬ 
petent  students  of  these  problems  realize  that  their 


work  will  produce  no  blueprint  for  industry  and  gov¬ 
ernment.  They  realize  that  they  will  evolve  no  pan¬ 
acea  to  cure  all  our  ills,  and  they  recognize  that  with 
all  their  fallibility  the  best  that  they  can  do  is  to  study 
the  interrelations  of  various  factors  in  industry  and  in 
government  and  to  evolve  a  campaign  of  prepared¬ 
ness  which  will  be  based  upon  an  intelligent  analysis 
of  the  past,  a  realistic  appreciation  of  the  present,  and 
a  consummate  flexibility  in  their  plans  for  the  future. 
All  proposals  of  these  various  groups  are  kept  con¬ 
structively  flexible,  providing  alternatives  which  arc 
constantly  improved  in  the  light  of  changing  condi¬ 
tions.  As  the  war  draws  to  a  close,  some  of  these  solu¬ 
tions  will  have  become  concrete;  but  until  then  the 
study  of  postwar  problems  by  intelligent  groups  will 
continue  very  flexible. 

2.  The  net  book  value  of  the  physical  plants  used 
in  the  manufacturing  facilities  of  American  industry 
in  December,  1940,  was  $22,500,000,000.  Since  that 
time  there  have  been  added  to  the  manufacturing 
facilities  of  American  industry  approximately  $15,- 
500,000,000,  with  $3,000,000,000  more  on  order.  Of  this 
total  sum  of  approximately  $18,500,000,000,  only 
$4,000,000,000  represent  the  investment  by  private 
industry;  $14,500,000,000  represent  the  governmental 
investment  in  the  manufacturing  facilities  of  Ameri¬ 
can  industry.  The  $22,500,000,000  value  of  private 
industry  on  December,  1940,  represented  the  de¬ 
preciated  value  at  that  time  of  the  actual  plants  used 
in  manufacturing.  The  $18,500,000,000  represent  the 
new  current  prices  of  the  added  manufacturing  facili¬ 
ties — an  increase  of  over  80%  of  the  book  value  of 
American  industry  in  slightly  more  than  one  year. 

Think  of  this  comparison — at  the  start  of  this  World 
War,  private  industry’s  net  book  value  was  $22,500,- 
000,000.  Government-owned  or  government-financed 
facilities  added  $14,500,000,000  more. 

At  the  beginning  of  World  War  I,  the  net  book  value 
of  the  plants  used  in  manufacturing  by  American  in¬ 
dustry  was  $10,000,000,000;  the  total  amount  added 
by  governmental  expenditures  during  World  War  I 
was  $600,000,000.  In  other  words,  although  the  net 
book  value  of  private  industry  was  twice  as  great 
at  the  start  of  VVorld  War  II  as  World  War  I,  the  gov¬ 
ernment-financed  additions  to  American  industry  are 
almost  twenty-five  times  as  great  in  World  War  II  as 
in  World  War  I. 

The  future  handling  of  this  $14,500,000,000  gov¬ 
ernmental  investment  in  the  key  manufacturing  facili¬ 
ties  of  American  industry  presents  a  serious  postwar 
problem.  Private  industry  must  evolve  plans  for  the 
orderly  liquidation  by  the  government  of  its  invest¬ 
ments  in  the  manufacturing  facilities  of  .American  in¬ 
dustry. 
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Boom,  Depression,  Recovery 

3.  Every  other  war  has  been  followed  by  a  period 
of  temporary  stimulation,  a  replacement  boom — then 
a  depression,  and  finally  a  long  period  of  industrial  re¬ 
covery  and  betterment.  Let  us  reconcile  ourselves  to 
the  occurrence  of  these  cycles  and  be  prepared  for  any 
eventuality.  While  working  hard  to  prevent  the  de¬ 
pression,  let  us  not  be  discouraged,  if  one  occurs,  but 
let  us  limit  its  effects  and  try  as  rapidly  as  possible  to 
stimulate  those  activities  of  private  industry  which 
will  terminate  the  depression  and  turn  the  country 
again  onto  the  road  to  recovery. 

There  is  apparent  agreement  among  various  econo¬ 
mists  that  the  depression  may  be  limited  in  its  ex¬ 
tent,  either  by  leaning  heavily  upon  the  intervention 
of  government,  or  by  private  industry  carrying  the 
burden  itself  and  attempting  to  mitigate  the  harmful 
effects  of  industry’s  decelerating  from  a  wartime  to  a 
peacetime  economy.  The  supreme  task  of  American 
industry,  agriculture,  distribution  and  services  is  to 
plan  soundly  and  well  so  that  private  business,  and 
not  government,  will  lead  Americans  into  a  business 
boom  of  great  magnitude  which  will  continue  for  some 
years. 

Although  one  very  able  postwar  group,  the  Com¬ 
mittee  for  Economic  Development,  has  emphasized 
the  need  for  industry  to  employ  52,000,000  people,  in¬ 
dustry  as  it  is  popularly  defined  by  all  statistical 
organizations — the  industry  of  manufacturing,  mining, 
construction,  transportation  and  public  utilities — 
cannot  do  it  alone;  such  forms  of  industry  have  never 
employed  over  40%  of  all  our  labor,  and  only  during 
this  war  have  they  reached  a  peak  of  over  20,000,- 
000.  Agriculture,  distribution,  finance,  and  the  service 
industries  must  each  carry  its  proper  share  of  the 
responsibility  of  converting  America  from  a  destruc¬ 
tive  war  to  a  constructive  peace;  all  these  latter  ac¬ 
tivities  are  expressions  of  the  individual  initiative  of 
millions  of  citizens  who  wish  not  to  be  employed  by 
some  one  else,  but  to  work  gainfully  for  themselves. 

The  Problem  of  Controls 

4.  All  authorities  agree  that  in  the  transition  period 
some  governmental  controls  will  be  necessary  to  retard 
the  harmful  effects  of  depression  on  the  one  hand,  or 
inflation  and  unbridled  boom  on  the  other.  General 
opinion  seems  to  indicate  that  the  wisest  course  for 
American  economy  after  this  war  is  a  system  of 
“checks  and  balances”  which  will  help  America  pursue 
“a  middle  course,”  avoiding  a  depression,  so  destruc¬ 
tive  of  morale  and  vitality,  and  avoiding  an  inflation, 
so  destructive  of  values  and  of  property.  This  task 
of  “mass-policing”  must  be  the  responsibility  of  all  of 
us  through  our  central  medium  of  competent  govern¬ 


ment,  until  America  and  American  industry  have 
safely  weathered  the  storm  and  are  on  a  sound  operat¬ 
ing  basis  for  private  enterprise. 

The  return  to  the  basic  principles  of  individual 
initiative  and  private  enterprise,  with  the  government 
applying  the  minimum  of  remedial  controls  and  act¬ 
ing  always  in  the  capacity  of  referee  to  safeguard  the 
rights  of  the  individual  and  enforce  fair  play — these 
basic  controls  are  assumed  to  be  necessary  for  our 
postwar  period. 

Employment 

5.  The  return  of  10,000,000  men  from  the  Armed 
Forces  and  the  handling  of  17,000,000  more  workers 
now  in  war  plants,  mainly  women,  old  men  and  new 
industrial  workers,  together  with  the  continued  em¬ 
ployment  of  33,000,000  in  the  civilian  economy — pre¬ 
sent  problems  in  the  handling  of  personnel  which  will 
require  consummate  ingenuity  on  the  part  of  private 
industry  to  avoid  the  hazards  of  governmental  control 
of  this  manpower  problem.  Already  the  Federal  Works 
Administrator  is  planning  for  the  employment  in  the 
postv^ar  period  of  8,000,000  men  at  an  annual  cost  of 
$15,000,000,000  on  an  expanded  program  of  public 
works,  as  the  government’s  permanent  and  recurring 
contribution  to  our  postwar  productivity. 

Governmental  Costs  and  Private  Enterprise 

6.  Conservative  opinion  estimates  that  the  cost  of 
the  war  will  be  tremendous  and  that  resulting  tax 
burden  will  be  very,  very  great.  The  probable  debt  of 
$325,000,000,000  will  represent  a  personal  debt  of 
$2,500  for  every  man,  woman  and  child  in  this  country. 
The  interest  on  this  debt  will  exceed  $8,000,000,000 
a  year,  and  postwar  military  expenditures  will  doubt¬ 
less  exceed  $5,000,000,000  more  a  year;  administra¬ 
tive  governmental  costs  have  averaged  about  $7,000,- 
000,000  a  year,  making  a  total  burden  of  a  federal 
annual  budget  of  $20,000,000,000,  over  twice  the  size 
of  the  average  New  Deal  prewar  spending  outlay.  This 
$20,000,000,000  budget  includes  no  provision  for  in¬ 
creased  social  security,  public  works  programs  or  pen¬ 
sions,  all  of  which  will  materially  increase  the  total. 

7.  The  war-stimulated  increase  in  production  facili¬ 
ties  will  result  in  a  postwar  excess  of  such  facilities 
as  measured  by  our  own  domestic  consumption.  Al¬ 
though  our  exports  in  the  past  rarely  equaled  10%  of 
our  total  production,  the  replacement  of  property  in 
war-stricken  countries  will  offer  American  industry 
the  opportunity  to  operate  at  the  highest  peacetime 
levels  in  history,  provided  that  an  exchange  of  goods 
with  these  countries  may  be  adequately  facilitated  by 
the  removal  of  inordinately  high  tariff  barriers  against 
the  import  of  products  from  other  countries.  Due  con- 
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sideration  should  be  given  to  the  importation  of  those 
products  which  do  not  duplicate  products  of  Ameri¬ 
can  industry;  a  freer  exchange  of  goods,  however,  is 
necessary  to  carry  American  industry  to  high  levels 
of  productivity  and  employment.  Foreign  countries 
cannot  pay  us  with  gold;  they  have  very  little.  Our 
gold  supply  has  increased  from  $2,500,000,000  after 
the  last  war  to  $22,500,000,000  at  the  end  of  1940.  We 
now  have  over  80%  of  the  world’s  total  gold  supply. 
Our  foreign  customers  must  trade  us  goods  for  goods. 

8.  Unless  the  government  evolves  a  financial  pro¬ 
gram  which  is  definitely  and  irrevocably  based  upon 
the  balancing  of  the  budget,  the  ultimate  repayment 
of  the  war-created  indebtedness,  the  reduction  of  the 
public  debt,  and  the  contraction  of  public  expendi¬ 
tures  to  the  minimum  level,  our  domestic  economy  will 
be  distorted  by  inflationary  effects  on  prices  and 
wages,  and  our  foreign  business  will  be  materially 
reduced  by  our  failure  to  preserve  our  own  financial 
stability.  Unless  our  government  has  a  sound,  busi¬ 
nesslike  attitude  on  balancing  its  budget  by  bringing 
its  outgo  within  its  income,  insurmountable  difficulties 
will  face  the  preservation  of  private  enterprise  within 
this  country  and  will  hamper  the  maintenance  of  con¬ 
tinuously  productive  employment  at  reasonable  pro¬ 
fits  on  the  manufacture  of  goods  exported  to  other 
countries.  We  must  have  financial  stability  to  continue 
to  do  sound,  profitable  business  at  home  and  abroad. 

Problems  of  the  Oil  Industry 

Let  us  consider  some  of  the  problems  which  the  oil 
industry  faces  in  the  postwar  period. 

Production 

The  military  and  civilian  demands  for  petroleum 
and  its  products  are  at  the  highest  levels  in  history. 
To  meet  these  military  needs,  a  severe  reduction  in 
civilian  demand  is  necessary;  so  far  this  reduction  has 
not  been  enough  to  compensate  for  the  increased  mili¬ 
tary  demand.  If  war  demand  continues,  and  if  the 
postwar  demand  equals  the  present  demand,  indica¬ 
tions  are  that  the  domestic  production  of  crude  oil 
from  our  present  sources  would  prove  inadequate  to 
meet  domestic  demand,  and  imports  would  prove 
necessary.  Of  the  present  known  resources  of  the 
world,  only  25%  are  in  this  country,  while  we  annually 
use  about  75%  of  the  world’s  consumption.  That  the 
ultimate  importation  of  crude  oil  is  inevitable  is  a 
matter  of  simple  arithmetic. 

The  addition  to  oil  reserves  by  each  well  discovered 
in  the  last  three  years  is  one-quarter  the  average  ad¬ 
dition  per  well  for  the  previous  three-year  period.  The 
number  of  wells  drilled  in  1942  and  so  far  in  1943  is 
slightly  more  than  half  the  wells  drilled  in  each  recent 


prewar  year.  The  limitations  on  steel  and  other  critical 
materials  have  curtailed  the  normal  drilling  programs. 
The  net  effect  of  these  three  factors,  therefore,  is  a 
continuing  reduction  in  the  additions  to  our  oil  re¬ 
serves.  If  these  present  factors  continue  to  produce 
such  a  low  rate  of  discovery  of  new  oil  reserves,  the 
increased  war  demands  will  accelerate  the  reduction 
of  our  present  reserves. 

According  to  oil  producers,  the  present  low  prices 
for  crude  oil  are  inadequate  to  stimulate  the  increase 
of  reserves  through  the  increased  drilling  of  “wild¬ 
cat”  wells,  since  the  replacement  cost  of  the  new  re¬ 
serve  oil  exceeds  the  present  low  sales  price  for  crude 
oil,  particularly  since  adequate  production  of  oil  from 
a  new  field  is  unavailable  for  several  years. 

From  a  normal  oil  well,  approximately  one-third 
of  the  total  oil  in  the  sand  is  recovered  by  the  primary 
methods  of  flowing  and  pumping;  one-third  more, 
under  some  circumstances,  is  recovered  by  the 
methods  of  secondary  recovery;  and  one-third  of  the 
oil  remains  in  the  sand.  The  present  low  price  of  oil 
prevents  the  application  of  secondary  recovery 
methods  and  leaves  in  such  oil  sands  over  four  billion 
barrels  of  oil,  equivalent  to  three  years’  present  high- 
level  production. 

The  wartime  necessity  for  converting  industrial 
units  burning  heavy  fuel  oil  over  to  the  use  of  coal, 
because  the  war-created  shortage  of  normal  tanker 
transportation  prevents  the  delivery  of  such  heavy 
fuel  oil,  undoubtedly  will  result  in  a  large  number  of 
these  industrial  units  continuing  to  burn  coal  after  the 
war. 

The  industry  reconciles  itself  to  the  permanent  loss 
after  the  war  of  part  of  this  market  on  the  East  Cpast, 
because  impending  shortages  of  domestic  oil  cause 
withdrawal  of  domestic  products  from  those  cheap 
markets,  such  as  low-grade  industrial  fuel  oil,  where 
the  oil  must  compete  with  coal.  Also  the  development 
of  the  catalytic  cracking  processes  reduces  the  forma¬ 
tion  of  such  large  stocks  of  heavy  fuel  oil.  The  indus¬ 
try  hopes,  however,  that  imports  of  heavy  fuel  oil  for 
use  in  East  Coast  industries  will  return  some  part  of 
this  heavy  fuel  business  to  the  oil  industry  and  not 
lose  it  all  to  the  coal  industry. 

The  independent  producer  has  always  been  the 
baekbone  of  the  oil  industry  and  the  genesis  of  almost 
every  major  corporation  in  the  oil  business.  His  pres¬ 
ervation  in  our  economy  is  absolutely  essential;  he 
pioneers  and  develops  the  .sources  of  oil  and  constantly 
risks  his  capital  to  explore  for  new  reserves.  Under 
the  present  wartime  controlled  economy,  the  inde¬ 
pendent  producer  is  unable  to  make  a  profit  adequate 
to  enable  him  to  obtain  new  irreplaceable  resources, 
because  of,  and  not  in  spite  of,  unparalleled  wartime 
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demands.  Under  a  free  economy,  authorities  agree 
that  the  price  for  crude  oil  most  probably  would  have 
risen;  surely  it  would  not  have  remained  almost  one- 
third  below  the  parity  price  level  of  other  commodi¬ 
ties.  These  small  producers  are  selling  out  to  the  larger 
companies;  their  maintenance  during  the  war  period 
and  their  encouragement  in  the  postwar  period  must 
be  a  paramount  consideration  of  the  oil  industry. 

T  ransportation 

Construction  and  ownership  of  the  “Big-Inch” 
pipelines  by  the  government  and  their  operation  by  a 
government  agency  projects  the  government  into  the 
petroleum  industry  in  a  “key”  location.  These  two 
lines  will  require  the  purchase  of  500,000  barrels  per 
day  of  crude  oil  in  southeast  Texas,  will  transport  the 
oil  by  cheap  means  across  the  country,  and  will  sell 
these  500,000  barrels  per  day  in  the  New  York  market, 
and  supply  about  one-third  of  the  East  Coast  total  de¬ 
mand.  Such  activities  on  the  part  of  a  governmental 
agency  have  the  possibility  of  becoming  a  dominant 
influence  in  the  petroleum  industry. 

Private  company  tankers  have  been  taken  over  by 
the  government.  New  tankers  are  being  built  and 
owned  by  the  government.  In  the  postwar  period, 
tankers  will  be  required,  as  in  the  past,  to  handle 
the  coastwise  shipment  of  Texas  oil  to  the  East  Coast. 
A  serious  question  arises  here,  whether  privately 
owned  tankers  returned  by  the  government  after  the 
war  can  compete  with  government-owned  tankers  and 
government-owned  pipelines  after  the  war. 

Paramount  consideration  must  be  given  to  the 
problem  of  arranging  for  the  purchase  or  lease  of 
these  pipelines  and  tankers  from  the  government  and 
for  their  postwar  operation  by  private  industry. 

If  pipelines  are  operated  by  the  petroleum  industry, 
will  private  companies  operate  them  as  common  car¬ 
riers  or  will  a  trusteeship  for  the  industry  be  created? 
How  will  these  big  lines  be  operated? 

a.  Will  the  pipelines  handle  only  crude  oil  from 
Texas  directly  through  to  the  East  Coast  with¬ 
out  interruption,  operating  in  effect  as  “over¬ 
land  tankers?” 

b.  Or  will  the  Gulf  Coast  producers  sell  their 
lower-priced  oil  on  a  lower  transportation  rate 
to  refiners  in  the  northern  part  of  the  Middle 
West,  thereby  giving  these  refiners  a  consider¬ 
able  marketing  advantage? 

c.  Or  will  the  Gulf  Coast  refiners,  having  large 
capacity  and  low  cost,  transport  refined  pro¬ 
ducts  at  the  low  rate  into  the  northern  part 
of  the  Middle  West,  thereby  competing  in 
territories  which  were  normally  barred  to  them 
by  high  transportation  costs? 

d.  Or  shall  natural  gas,  with  its  reduced  heat 


content  and  higher  comparative  cost  in  rela¬ 
tion  to  oil,  be  transported  through  these  pipe¬ 
lines? 

Will  rail  freight  rates  be  altered  so  that  some  ap¬ 
preciable  segment  of  the  present  large  volume  of 
tanker-car  shipments,  so  heroically  handled  by  the 
railroads,  remain  with  the  railroads  after  the  war, 
when  tanker  shipments  are  resumed? 

The  reduction  of  trade  barriers  between  states  dur¬ 
ing  the  war  has  accelerated  the  wartime  movement  of 
war  materials.  The  continued  elimination  of  these 
barriers  after  the  war  will  facilitate  interstate  truck 
transportation  of  petroleum  products  and  enable 
truck  deliveries  of  products  to  be  made  more  easily 
from  the  terminals  across  state  lines  to  retail  service 
stations  in  larger  volumes  without  going  through  inter¬ 
mediate  small  bulk  plants. 

The  use  of  larger  barges  in  conjunction  with  water 
terminals  and  product  pipelines  is  reducing,  during 
the  war,  the  cost  of  transporting  petroleum  products. 
These  same  facilities  should  prove  an  effective  means 
of  achieving  economies  in  the  postwar  period. 

Refining 

Accelerated  development  of  the  techniques  of  re¬ 
fining  in  response  to  war  demands  has  enabled  the 
refining  branch  of  the  industry  to  have  available  an 
accumulated  experience  of  proven  methods  and  ultra¬ 
modern  equipment  for  the  flexible  conversion  of 
plants  to  make  many  varied  products  to  meet  market 
demands. 

The  manufacture  of  high-octane  gasoline  for  avia¬ 
tion  engines  far  exceeds  any  probable  peacetime  de¬ 
mand  by  airplanes  in  the  immediate  postwar  period, 
and  no  automotive  engines  have  yet  been  designed  to 
use  any  of  these  high-octane  gasolines.  The  ability  to 
improve  the  specifications  of  its  products  almost  at 
will,  and  the  further  ability  to  make  available  ade¬ 
quate  amounts  of  those  satisfactory  products  over  the 
entire  country,  give  to  the  petroleum  industry  an  op¬ 
portunity  to  assist  the  manufacturers  of  aviation  and 
automotive  engines  in  the  future  design  of  their  pro¬ 
ducts,  because  these  engine  manufactures  will  enter 
the  postwar  period  with  no  new  models  and  with  a 
considerable  time-lag  before  such  new  models  can  be 
designed  and  manufactured. 

The  war-stimulated  development  of  the  chemical 
industry  opens  up  new  vistas  for  the  use  of  various 
petroleum  products  as  raw  materials  for  processing 
into  chemical  compounds.  While  the  volume  of  each 
of  these  demands  is  small  at  present,  they  can  be  ex¬ 
pected  to  increase  materially,  and,  while  in  the  early 
postwar  period  their  total  gallonage  will  be  small  in 
comparison  with  the  automotive  demands  on  the 
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petroleum  industry,  the  profits  per  gallon  can  be 
vastly  greater  than  the  usual  fuels  and  lubricants  sold 
by  the  petroleum  industry. 

Authorities  estimate  that  the  development  of  mar¬ 
kets  for  higher-priced  products  may  well  allow  the 
refiners  to  pay  more  for  crude  oil  in  the  postwar 
period  than  the  price  ceilings  in  our  restricted  war 
economy  now  allow. 

Marketing 

During  the  past  twenty  years  the  market  for  auto¬ 
motive  gasoline  has  increased  six  times,  while  the 
number  of  suppliers  has  increased  over  twenty-two 
times.  Many  of  the  stations  duplicated  facilities  of 
other  oil  companies;  many  of  them  were  created,  pro¬ 
moted,  built  and  equipped  by  the  oil  company,  with 
very  little  investment  by  the  retail  dealer  in  these 
facilities.  In  this  respect  gasoline  service  stations  differ 
from  other  retail  stores,  where  a  capital  investment  is 
required  by  the  dealer  to  enter  the  business. 

It  was  inevitable  that  many  of  these  duplicating 
service  stations  were  doomed  to  pass  out  of  existence; 
war  with  its  rationing  of  gasoline,  its  increased  costs 
and  its  demands  on  manpower  has  accelerated  this 
mortality  of  marketing  facilities.  Approximately  25% 
of  these  have  already  closed.  Intelligent  and  progres¬ 
sive  dealers  operating  modern  “one-stop”  service  sta¬ 
tions  will  undoubtedly  survive;  they  will  continue  to 
perform  a  much-needed  service  for  the  benefit  of  the 
public  and  the  oil  industry. 

Economies  which  have  developed  during  the  war 
in  the  use  of  pooled  facilities  for  transportation  and 
distribution,  and  further  economies  which  have  re¬ 
sulted  from  truck  deliveries  to  retail  outlets  with 
larger  unit  deliveries,  will  warrant  considerable  study 
of  the  postwar  period  to  determine  the  extent  to 
which  this  experience  can  be  utilized  while  still  pre¬ 
serving  a  free  competitive  system. 

Throughout  industry,  we  are  now  hearing  that  in 
the  postwar  period  there  must  be  applied  to  the 
problems  of  “distribution”  the  same  analytical  en¬ 
gineering  principles  which  have  made  “mass-produc¬ 
tion”  possible.  The  oil  industry  presents  a  shining 
example  of  such  possibilities;  in  the  last  twelve  years, 
due  to  the  urgency  for  economies,  and  to  the  bene¬ 
ficial  operations  of  free  competitive  enterprise  within 
the  petroleum  industry,  in  spite  of  increased  costs 
for  labor,  crude  oil,  raw  materials,  taxes  and  other 
operating  expenses,  the  margin  between  the  refiner’s 
sales  price  and  the  dealer’s  purchase  price  has  been 
reduced  by  more  than  25%. 

General 

In  the  postwar  period,  although  increased  supplies 


of  petroleum  may  become  available  through  more 
efficient  methods  of  recovery  from  the  ordinary  wells 
and  from  the  utilization  of  beds  of  shale  (whose 
known  content  of  oil  is  four  times  greater  than  our 
total  use  of  oil  from  the  beginning  of  the  oil  industry 
over  eighty  years  ago) ,  it  will  be  incumbent  upon  our 
government  to  formulate  a  foreign  oil  policy  which 
will  assist  in  the  development  of  a  mutuality  of  in¬ 
terest  and  understanding  between  those  foreign 
countries  who  supply  us  with  oil  and  our  country, 
which  consumes  such  a  vast  amount  of  the  world’s 
production.  This  policy  must  be  predicated  upon  in¬ 
telligent  cooperation  between  the  government  and  the 
oil  industry  in  its  work  of  assisting  in  foreign  develop¬ 
ment.  The  government  can  implement  the  experience, 
the  training  and  the  knowledge  of  the  executives  of 
the  industry  with  adequate  moral  and  national  sup¬ 
port. 

The  oil  industry  has  reached  its  present  position 
as  an  essential  industry  by  its  encouragement  of  the 
individual  to  exercise  his  own  initiative,  resources  and 
intelligence  in  the  development  of  his  own  operations. 

War  has  encompassed  the  industry  with  necessary 
controls  demanded  by  the  unity  of  purpose  and  unity 
of  action  so  essential  to  victory.  In  the  postwar  period, 
the  stimulus  to  private  initiative  must  be  returned  to 
the  industry  and  only  those  governmental  controls 
should  be  retained  which  are  necessary  to  assure  to 
the  individual  fair  play  and  the  necessary  freedom 
for  his  development  and  contribution  to  the  public 
good. 

All  industry,  but  particularly  the  petroleum  indus¬ 
try,  has  demonstrated  its  social  consciousness  by  its 
increasing  recognition  that  among  the  most  important 
assets  of  each  company  are  its  human  beings — not 
only  the  human  beings  to  whom,  as  customers,  the 
industry  sells  its  products,  but  those  other  human 
beings  through  whom,  as  employees  and  dealers,  the 
company  manufactures  and  distributes  its  products. 

The  oil  industry’s  highly  mechanized  type  of  opera¬ 
tion,  with  its  very  high  dollar-investment  per  man, 
its  small  ratio  of  total  personnel  to  total  sales,  reduces 
the  quantity  of  the  personnel,  but  simultaneously  in¬ 
creases  their  necessary  quality.  Reemployment  of 
personnel  and  readjustments  in  postwar  operations 
present  serious  problems  in  manpower  to  which  the 
industry  is  devoting  much  study. 

War  has  loaded  private  industry  with  responsibili¬ 
ties  to  organize  and  administer  this  country’s  produc¬ 
tive  facilities  for  victory.  The  public  has  long  since 
recognized  that,  although  some  governmental  bu¬ 
reaucrats  attempted  to  control  industry  during  peace¬ 
time,  after  the  start  of  war,  when  the  salvation  of  our 
country  was  at  stake,  the  government  brushed  aside 
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the  bureaucrats  and  begged  the  practical  executives 
of  industry  to  direct  the  multiplied  expansion  of 
American  industry  so  necessary  for  victory. 

Present  Tasks 

Private  industry,  therefore,  has  two  present  tasks: 
first,  to  do  an  efficient  war  job,  so  that  our  nation  will 
most  rapidly  achieve  victory;  second,  to  tell  the  gen¬ 
eral  public  the  thrilling  story  of  how  private  industry 
is  so  miraculously  multiplying  its  production  facilities 


as  to  assure  ultimate  and  quicker  achievement  of 
victory.  Industry  now  has  an  opportunity  to  mold  a 
favorable  public  opinion,  to  generate  a  well-deserved 
public  confidence,  and  to  develop  a  sympathetic  pub¬ 
lic  understanding  of  private  industry,  through  wise 
and  intelligent  public  relations,  which  will  enable  the 
voting  public  to  control  its  public  servants  and  assure 
judicious,  equitable  and  mutually-beneficial  govern¬ 
mental  relations  with  private  industry  in  the  postwar 
period. 


Discussion 


Question:  What  is  the  most  important  single 
problem  of  readjustment  facing  the  petroleum  in¬ 
dustry? 

Mr.  Ryan:  We  are  discussing  supplies  here.  I  think 
as  far  as  the  service  of  the  industry  to  the  public  is 
concerned,  the  most  important  problem  facing  the  in¬ 
dustry  is  that  of  adequate  supply  of  raw  materials. 
As  far  as  the  industry  itself  is  concerned  in  its  own 
internal  management,  I  think  the  most  important 
problem  facing  the  industry  is  one  of  public  relations. 
The  major  problem  the  companies  have  in  the  in¬ 
dustry  is  to  create  a  more  sympathetic  understanding 
on  the  part  of  the  public  toward  the  contributions 
which  the  oil  industry  makes  not  only  toward  win¬ 
ning  the  war  but  also  in  the  ordinary  activities  of 
peace. 

Question:  Mr.  Ryan,  would  you  please  touch  a  little 
more  on  the  problem,  or  solution  of  the  problem, 
that  is  going  to  arise  in  transportation  if  you  have  an 
abundance  of  tankers  and  you  have  also  this  new 
pipeline  from  Long  View  to  Illinois  and  the  East 
Coast?  For  example,  I  might  say  the  overcapacity 
of  transportation,  if  you  can  say  that,  because  you  are 
going  to  have  a  huge  oil-supply  line  capable  of  carry¬ 
ing  4,000,000  barrels  a  day;  and  then  you  will  also 
have  your  tanker  crews. 

Mr.  Ryan:  As  to  the  excess  of  tankers,  the  German 
submarines  are  taking  care  of  that  right  now,  we  much 
regret  to  say.  When  the  war  is  over  we  seriously  doubt 
if  there  will  be  any  considerable  excess.  Whatever 
there  is  will  undoubtedly  be  used  in  bringing  oil  into 
this  country  from  Mexico,  Venezuela,  Colombia,  and 
other  South  American  ports. 

As  to  the  pipeline,  or  the  two  pipelines  together,  the 
24-inch  and  the  20-inch,  they  will  bring  to  the  East 
Coast  at  their  maximum  only  500,000  barrels  a  day. 
That  is  only  one-third  of  what  is  required  in  this 
Eastern  area. 

The  pipeline  operating  to  capacity  may  operate 
cheaper  than  the  tankers.  There  will  be  a  form  of 


competition  existing  between  the  two.  We  don’t  think 
that  competition  will  be  too  severe,  however,  because 
these  new  tankers,  which  are  large  and  fast,  will  tend 
to  establish  after  a  while  a  rate  for  themselves  which 
will  be  fairly  competitive  and  will  enable  them  to  have 
some  advantages  that  the  pipeline  doesn’t  have.  The 
pipeline  begins  at  Long  View  and  runs  to  New  York 
Harbor.  Suppose  somebody  wants  oil  at  Baltimore. 
You  can  see  the  advantage  of  having  it  go  directly  by 
tanker  rather  than  by  pipeline.  It  follows  that  the 
pipelines  and  the  tankers  remaining  after  the  war  will 
not  create  too  great  a  problem  in  the  duplication  of 
facilities. 

Question:  You  said  that  one  of  the  problems 
ahead  of  us  was  the  supply  of  oil.  I  would  like  to  ask 
whether,  in  your  opinion,  there  are  available  today 
ample  supplies  of  oil  in  the  world. 

Mr.  Ryan:  At  the  present  time  in  the  United 
States  there  are  known  reserves  of  about  twenty  bil¬ 
lion  barrels  of  oil.  We  are  using  about  1,400,000,000 
barrels  per  year.  That  would  be,  if  you  divide  one 
into  the  other,  approximately  a  fourteen  years’  supply. 
But  some  of  that  oil  will  not  be  available  for  thirty 
or  forty  or  fifty  years.  In  other  words,  if  you  were  to 
take  some  of  these  oil  wells  and  pump  them  twenty- 
four  hours  a  day  to  get  that  oil  out,  the  well  would 
be  dry  in  a  short  period.  They  pump  only  some  two  or 
three  or  four  hours  a  day. 

Through  methods  of  secondary  recovery  from  the 
known  resources  in  this  country  there  are  available 
in  excess  of  four  billion  barrels.  That  would  add  about 
three  years  more.  An  experiment  is  being  conducted  in 
Pennsylvania  for  the  mining  of  oil,  in  an  attempt  to 
get  the  one-third  of  petroleum  which  remains  in  the 
oil  sand  and  is  not  recoverable  by  any  means  yet  dis¬ 
covered. 

Outside  the  United  States,  the  known  oil  reserves 
have  been  estimated  at  eighty  to  one  hundred  and 
twenty  billion  barrels.  It  is  difficult,  of  course,  to  de¬ 
fine  “known  reserves.”  Generally,  that  is  where  some¬ 
one  has  punched  a  hole  and  found  that  oil  is  there. 
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Question:  I  was  a  little  surprised  when  Mr.  Ryan 
said  he  thought  the  pipeline  when  operated  at  full 
capacity  would  compare  with  tankers  in  transporta¬ 
tion  cost.  That  is  a  real  innovation. 

Mr.  Ryan:  In  fact,  it  is  lower  than  the  present 
tanker  rate. 

Question:  That  is  something  of  a  shock. 

INIr.  Ryan:  It  was  a  shock  to  everyone  in  the  in¬ 
dustry.  They  had  never  built  lines  bigger  than  12-inch 
before,  and  they  had  a  certain  operating  cost.  They 
built  this  24-inch  line,  and  its  operating  cost  has  been 
cut  to  a  fraction  of  what  they  expected. 

Mr.  Battle:  The  coal  industry  has  never  been  par¬ 
ticularly  afraid  of  the  ordinary  pipeline  in  competition. 
The  tanker  gave  us  our  headache  in  the  past.  You  are 
creating  another  one  for  us.  That  is  really  something 
for  us  to  think  about.  Imports,  of  course,  are  some¬ 
thing  that  you  will  have  to  take  care  of.  But  I  hope — 
and  I  believe  that  I  express  the  sentiment  of  most  of 
our  people — that  if  the  pipelines  are  to  be  operated 
after  the  war  to  handle  oil  they  will  be  operated  by 
the  oil  companies  as  a  business  proposition  and  not 
by  the  government. 

Chairman  Pogue:  There  are  two  oil  lines  to  worry 
about;  both  of  them  super-lines.  One  is  nearly  com¬ 
pleted  to  the  Eastern  seaboard;  the  other  is  designed 
to  be  completed  by  Christmas.  One  is  a  24-inch  line 
and  one  is  a  20-inch  line.  The  oil  industry,  I  think, 
hopes  that  these  lines  can  be  operated  by  private  in¬ 
dustry  rather  than  by  the  government.  That  is  one 


of  the  specific  problems  that  this  industry  has  to  face, 
the  disposition  of  those  lines;  and  that  problem  may 
be  partly  out  of  its  control.  So  many  of  these  problems 
are  broad  and  tie  in  with  so  many  things  outside  the 
ability  of  anyone  in  industry  to  do  anything  about  it. 

One  of  the  important  postwar  adjustment  problems 
that  the  oil  industry  faces  was  touched  upon  by  Mr. 
Ryan  and  results  from  the  great  capacity  for  high- 
octane  gasoline  that  is  being  created  under  war  con¬ 
ditions  to  meet  the  aviation  demand.  When  the  war 
is  oyer  that  capacity  will  be  present  and  will  be  able, 
in  all  probability,  to  produce  far  more  than  aviation 
will  then  need. 

Question:  Is  the  plant  designed  specifically  to  pro¬ 
duce  high-octane  gas? 

Chairman  Pogue:  Yes.  It  is  a  very  expensive  sup¬ 
plementary  process  to  the  manufacture  of  gasoline 
per  se.  Aviation  gasoline  is  a  blend  of  a  number  of 
different  ingredients  that  are  made  for  the  purpose. 
Those  capacities  will  be  there.  That  will  cause  no 
trouble;  but  it  will  mean  that  after  the  aviation 
demand  is  fully  met,  the  remaining  motor  gasoline 
will  be  raised  in  quality,  or  else  two  grades  will  be 
manufactured.  The  interesting  point  is  that  it  is 
necessary  to  coordinate  what  comes  out  of  that  picture 
in  the  way  of  future  supply  with  engine  design;  and 
that  is  a  problem  that  will  have  to  be  handled  by 
cooperation  between  the  motor  industry  and  the 
petroleum  industry,  especially  cooperation  between 
their  technicians,  so  that  those  two  plans  can  come 
together. 


THE  COAL  SITUATION 

By  J.  D.  Battle 

Executive  Secretary,  National  Coal  Association 


I  THINK  it  is  safe  to  assume  that  you  have  kept 
fairly  well  posted  on  statements  in  the  public  press 
within  the  past  several  weeks  about  the  coal  industry 
and  the  fight  that  has  been  raging  around  it.  The  facts 
are  that  the  government  has  taken  control  of  this  in¬ 
dustry.  It  is  now  being  operated  for  the  government. 
Naturally,  our  future  depends  a  great  deal  on  how 
this  government  control  works  out,  and  how  soon  we 
get  out  from  under  it.  I  would  very  much  prefer  to 
discuss  with  you  some  of  the  issues  of  that  fight  than 
to  go  into  a  discussion  of  what  may  happen  after  the 
war;  but  that  is  not  my  subject. 

There  are  some  fundamental  facts,  however,  that 


w'e  must  think  about,  and  some  current  conditions 
that  must  be  considered  before  we  can  even  begin  to 
look  into  the  future.  First,  let  me  make  it  clear  that  I 
speak  only  with  reference  to  bituminous  coal. 

To  get  a  little  background:  there  are  some  15,000 
coal  mines  registered  with  the  Bituminous  Coal  Di¬ 
vision  of  the  Department  of  the  Interior.  Thousands 
are  quite  small;  and  about  90%  of  the  tonnage  is 
produced  from  about  1,500  mines.  These  mines  are 
scattered  throughout  the  country.  In  fact,  bituminous 
coal  is  produced  commercially  in  about  twenty-eight 
states.  This  is  well  to  remember  as  we  think  about  the 
future. 
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New  Production  Record 

Last  year  we  produced  580  million  tons,  the  largest 
tonnage  in  history;  and  the  problem  has  been  one  of 
expansion  to  meet  war  needs.  But  it  so  happened  that, 
even  though  we  had  gone  through  a  terrible  period  of 
depression,  with  no  profits,  the  coal-mining  industry  in 
this  country  did  find  itself  in  a  position  to  meet  the 
demands  put  upon  it  by  the  government,  and  up  to 
this  minute  has  met  every  demand  promptly. 

This  year  we  are  going  to  be  called  upon  to  produce 
about  600  million  tons.  We  can  do  it,  provided  the 
government  does  its  part.  As  you  probably  know, 
practically  all  machinery  and  supplies  and  things  of 
that  sort  today  are  on  the  priority  list,  and  govern¬ 
ment  cooperation  is  necessary  in  order  to  secure  them. 

Again,  we  are  dependent  upon  railroad  transporta¬ 
tion  for  the  greater  part  of  our  movement.  About 
80%  of  it  moves  by  rail,  and  the  railroads  have  done  a 
marvelous  job,  demonstrating  that  the  private  enter¬ 
prise  system  is  still  the  best  in  this  country.  We  believe 
that  our  railroads  will  continue  to  do  that  job  if  they 
are  given  the  right  kind  of  support,  and  if  those  in  gov¬ 
ernment  who  are  charged  with  the  responsibility  give 
them  the  equipment,  material,  and  supplies  to  do  that 
job. 

Serious  Labor  Problem 

Of  course  you  know  we  are  confronted  with  a  seri¬ 
ous  labor  problem.  I  think  it  will  be  worked  out.  I 
won’t  go  into  the  ramifications  of  it  here;  this  is  no 
place  to  discuss  it — only  to  say  that  our  people  found 
themselves  confronted  with  rules  and  regulations  laid 
down  by  the  government  itself  that  prevented  them 
from  even  approaching  a  settlement  of  the  problem  as 
it  was  presented  by  the  labor  leaders. 

I  suppose  we  have  had  the  same  trouble  that  most 
of  you  have  had  with  respect  to  absenteeism  in  our 
industry.  We  find  that,  contrary  to  a  lot  of  the  public 
expressions  that  you  may  have  seen,  our  employees 
are  making  so  much  more  money  than  they  used  to 
make  that  they  are  having  a  little  difficulty  finding 
convenient  ways  to  spend  it,  so  they  just  stay  away 
from  their  work  to  get  rid  of  some  of  it.  We  have  lost 
some  60,000  or  75,000  workers  to  the  armed  services 
and  to  other  industries. 

Great  Progress  in  Mining  Technique 

These  are  a  few  facts  that  we  can  start  on.  First, 
we  have  this  great  natural  resource.  Our  people  have 
surpassed  all  others  and  in  all  other  countries  in  the 
technique  of  mining.  We  have  gone  further  than  any¬ 
one  would  have  guessed  we  could  go  a  couple  of  de¬ 
cades  ago,  in  producing  coal — clean,  marketable  coal. 


Of  course,  Mr.  Lewis  can  brag  about  the  efficiency  of 
the  American  coal  miner.  But  the  plain  fact  is  that 
the  operators  have  furnished  the  modern  tools  and 
machinery  in  order  to  make  the  miner  more  efficient, 
and  this  certainly  has  taken  a  great  deal  of  the  hard 
work  out  of  the  job.  So  it  boils  down  to  just  this: 
we  have  the  know-how.  At  this  time  we  have  the 
markets. 

The  Publicity  Problem 

It  is  most  unfortunate  that  the  coal  industry  has 
had  to  become  known  to  the  American  public  through 
some  of  the  controversies  that  have  raged  around  it. 
I  am  not  sure  but  that  the  present  one  is  giving  some 
people  a  good  opportunity  to  think  about  the  coal 
industry,  and  what  it  means  to  this  country,  and  that 
it  may  not  in  some  way  prove  to  be  a  blessing  in  dis¬ 
guise.  Perhaps  we  have  been  negligent  in  not  telling 
the  public  more  about  the  industry.  I  think  we  are 
to  blame  in  some  respects  for  that.  We  have  just  taken 
it  for  granted  that  the  people  know  about  this  great 
natural  resource;  we  just  thought  the  other  fellow 
knew  all  about  it,  and  nobody  had  time  to  tell  him 
anything.  I  think  I  can  say  to  you  that  this  is  one  of 
the  jobs  of  planning  that  confronts  us  today,  and  it  is 
being  worked  on  now.  We  hope  to  correct  that  situa¬ 
tion. 

It  might  be  just  as  well  if  the  American  public  used 
this  knowledge  gained  through  some  of  these  con¬ 
troversies,  and  began  to  think  about  this  coal  in¬ 
dustry.  We  are  going  to  give  them  the  facts.  For  in¬ 
stance,  so  few  realize  that  coal  is  the  predominant 
power  in  this  country.  Even  though  these  facts  are 
brought  home  to  the  people  in  a  way  that  I  do  not  like, 
it  may  prove  well  worth  while  as  a  starter.  Mrs.  Jones 
reads  in  the  paper  that  the  coal  mines  are  closed 
and  that  the  loss  of  the  war  is  threatened,  and  she 
begins  to  wonder  about  this  thing  called  coal.  It  is  our 
job  to  tell  Mrs.  Jones  what  it  is  all  about.  We  expect 
to  do  that. 

Market  Prospects 

We  have  the  coal;  we  have  the  knowledge  of  mining. 
We  don’t  have  to  worry  about  the  quality  or  the 
quantity,  and  I  am  speaking  now  somewhat  of  the 
postwar  problem.  Will  we  have  the  markets  at  that 
time.!*  No  one  knows  just  what  the  market  situation 
will  be;  but  the  developments  that  have  come  about 
lead  me  to  believe  that  we  shall  have  a  far  greater 
market  than  was  the  rule  before  the  war.  There  has 
been  a  great  deal  of  diversion  from  oil  to  coal.  It  is 
going  on  constantly,  and  only  the  failure  to  get  the 
necessary  equipment  to  change  over  has  kept  it  from 
occurring  much  faster. 
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Competition  with  Other  Fuels 

I  am  inclined  to  think  that  oil,  natural  gas,  and 
hydro  power  will  not  be  of  the  same  character  as  in 
times  gone  by — that  is,  in  their  marketing.  There  is  a 
place  for  each;  and  we  are  hopeful  that  our  oil  and 
natural  gas  friends  will  not  return  to  the  old  practice 
of  dumping.  We  say  frankly  that  oil  is  too  valu¬ 
able  to  be  used  in  many  services  in  which  it  was  wasted 
heretofore.  The  same  is  true  of  natural  gas.  Hydro¬ 
electric  power  development  by  means  of  private 
capital  has  never  been  of  any  very  great  magnitude. 
And,  of  course,  inasmuch  as  it  was  a  private  capital 
proposition  it  was  legitimate  competition;  and  if  we 
could  not  meet  it,  that  was  just  too  bad. 

It  is  the  government’s  subsidizing  of  the  plants  that 
gave  us  trouble,  and  probably  will  give  us  trouble  in 
the  future.  I  am  referring  to  such  things  as  TVA.  No 
economist,  no  statistician,  no  New  Dealer  can  ever 
justify  the  TVA  as  a  business  proposition.  Eugene  V. 
Debs  said  it  was  the  only  true  socialistic  flower  in  a 
garden  of  weeds. 

Soon  after  this  war  is  over  and  we  are  permitted 
to  give  to  our  business  some  thought  aside  from  its 
day-to-day  operations,  I  predict  that  you,  as  American 
citizens,  are  going  to  thank  God  for  the  coal  industry. 
Its  surface  has  not  yet  been  scratched.  All  that  has 
gone  before  has  been  preliminary  and  by  way  of 
learning.  We  now  face  uses  for  coal  that  none  of  us 
dreamed  about.  I  could  name  so  many  that  you  would 
challenge  my  statements,  I  am  sure;  but  no  man  can 
name  them  all. 

New  Uses  for  Coal 

A  few  years  ago,  when  the  chemist  said  he  could 
make  silk  from  coal,  people  thought  he  was  crazy. 
Nylon  is  getting  old  now;  and,  of  course,  at  this  time 
it  is  all  being  used  for  war  purposes.  We  don’t  need 
the  silkworm  any  more  than  we  need  the  country 
where  it  thrives.  Plastics,  drugs,  perfumes,  soap, 
dyes,  disinfectants,  toothbrushes,  false  teeth,  oil,  gas, 
and  all  the  things  that  are  made  from  oil  and  gas  can, 
of  course,  be  made  from  coal.  The  War  Department 
says  that  the  sulfa  drugs — a  coal  product — have  con¬ 


Question:  What,  Mr.  Battle,  in  your  judgment,  is 
the  outstanding  problem  in  coal — not  the  long-range 
problem — but  the  big,  important  thing  to  do  once 
peace  comes,  in  your  industry? 

Mr.  Battle:  I  think  our  most  important  problem 
is  to  get  our  business  back  into  our  hands,  and  the 
system  of  free  enterprise  operating;  getting  the  gov¬ 


quered  some  of  our  most  violent  foes — blood  diseases, 
infections,  and  the  various  types  of  pneumonia. 

Coal  represents  98.8%  of  the  fuel  resources  of  the 
United  States,  according  to  the  Secretary  of  the  In¬ 
terior.  That  one  fact  tells  you  that  we  must  look  to 
coal  after  the  war  is  over  for  our  fuel  and  power. 
Other  countries  have  for  years  produced  large  quanti¬ 
ties  of  oil  and  gasoline  from  coal.  Germany  alone  pro¬ 
duces  about  five  million  tons  a  year;  Great  Britain 
some  3,500  barrels  daily.  It  has  simply  not  been  feasible 
up  to  now  for  us  to  go  into  the  wholesale  production 
of  oil  in  this  manner.  But  plans  are  under  way  to  do 
so.  Long-range  plans  by  the  government  itself  are 
being  made,  with  the  end  in  view  of  having  private 
capital  follow  up  and  go  into  mass  production  as  con¬ 
ditions  warrant.  Our  great  difficulty  is,  of  course,  in 
not  knowing  when  the  war  will  end. 

Prospects  Bright 

On  the  whole,  however,  the  future  is  bright.  Ameri¬ 
can  industry  and  American  homes  can  all  be  run  and 
heated  by  coal.  It  is  just  a  program  of  further  de¬ 
velopment  as  the  demand  develops.  You  might  ask, 
“Where  do  we  go  from  here?”  As  you  know,  although 
coal  is  the  great  industrial  fuel,  it  does  not  act  as  a 
barometer;  it  follows  developments. 

There  will  be  tremendous  improvements  in  trans¬ 
portation  of  coal  by  rail  and  otherwise.  Already  very 
serious  studies  are  being  made  for  moving  coal  through 
pipelines.  It  is  wholly  practical,  and  it  has  proven 
successful  over  short  distances.  That  may  come  as 
one  of  the  after-the-war  developments. 

We  don’t  have  to  reconvert  the  coal  mines.  They 
do  not  produce  anything  but  coal.  It  is  the  uses  of  coal 
about  which  we  are  tremendously  concerned. 

I  have  a  little  theory  that  when  this  thing  is  over, 
a  great  many  of  us  around  here  are  not  going  to  have 
much  to  do  with  what  is  going  to  happen.  As  some  one 
said  recently:  “The  elder  statesmen  seem  to  miss  one 
very  important  point,  which  is  that  ten  million  soldiers 
and  their  women  folk  will  have  something  to  say 
about  what  is  to  be  done  after  this  war  is  over.”  I  hope 
they  will  do  a  better  job  than  we  have  done  in  this 
generation. 


ernment  to  take  its  hands  off  our  business.  This  docs 
not  apply  only  to  the  coal  business.  It  applies,  I  think, 
equally  to  all  business. 

We  are  in  the  same  position  with  respect  to  our 
public  relations  problems  as  you  are.  They  have  just 
thrown  bricks  at  us  and  we  haven’t  thrown  them 
back. 
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To  summarize,  getting  the  government  off  our 
necks,  and  to  improve  our  public  relations  are,  I 
think,  our  most  immediate  problems. 

While  I  am  on  my  feet  I  will  add  something  about 
the  higher-grade  coals.  There  are  certain  very  high- 
grade  coals  that  are  somewhat  limited  in  supply.  The 
industry  was  built  around  certain  areas  that  have 
used  these  grades  up  more  rapidly;  some  of  them  will 
last  a  hundred  years,  and  some  of  them  fifty.  But, 
as  a  general  rule,  we  have  that  coal  elsewhere;  maybe 
not  right  where  it  is  needed  now,  or  will  be  needed 
soon.  We  are  a  little  short  on  some  very  high-grade 
seams,  but  they  are  so  scattered  in  this  country  that 
we  can  find  it  somewhere  else. 

Question:  Is  the  industry  pursuing  a  farsighted  re¬ 
search  program  to  find  new  uses  for  coal? 

Mr.  Battle:  If  I  started  on  research  I  would  talk 
you  deaf,  dumb  and  blind.  And  we  have  in  this  au¬ 
dience  men  who  know  ten  times  more  about  it  than  I 
do.  There  is  a  very  definite  and  positive  research 
program  in  the  industry  for  more  uses  and  better 
uses  and  all  that.  The  Battelle  Institute  is  carrying- 
on  constantly  a  dozen  or  so  problems  in  testing  this 
use  and  that  use,  and  every  imaginable  kind  of  equip¬ 
ment.  We  are  into  the  stove  business  and  all  that  kind 
of  thing.  I  could  go  on,  but  it  is  an  elaborate  program. 

Chairman  Pogue:  Tell  us  a  few  details  about  it. 

Mr.  Battle:  I  am  going  to  call  on  my  good  friend 
here,  Mr.  Tobey,  who  knows  far  more  about  it  than  I 
do.  He  is  chairman  of  the  Technical  Research  Com¬ 
mittee.  Tell  them  just  a  few  things  about  your  re¬ 
search. 

Mr.  Julian  Tobey:  The  coal  industry  is  a  big, 
loosely-knit  industry,  and,  like  all  other  such  indus¬ 
tries,  has  been  very  slow  in  getting  at  the  problem  of 
research.  It  is  divided  up  into  so  many  small  units,  as 
Mr.  Battle  indicated,  that  it  is  very  difficult  to  get 
them  all  under  one  roof  and  get  some  real  long  green 
to  support  it.  But  for  the  last  eight  years  we  have  been 
working  on  a  program.  The  coal  industry,  the  rail¬ 
roads,  and  some  of  the  manufacturers  of  coal-burning 
equipment,  are  working  together.  We  have  some  pretty 
long-range  objectives.  I  might  tell  you  about  a  few 
things  we  are  working  on. 

Mr.  Battle  mentioned  the  stove.  We  discovered 
that  40%  of  the  homes  in  America  are  still  heated 
by  stoves — mostly  coal-burning  stores,  although 
wood  also  plays  a  very  important  part.  There  hadn’t 
been  very  much  improvement  in  stoves  since  Ben¬ 
jamin  Franklin  invented  that  stove  so  long  ago,  and 
one  of  our  premium-size  coals  is  used  in  these  stoves. 
It  is  sold  for  a  higher  price  because  it  costs  a  little 


more  to  prepare  and  distribute.  We  were  overlook¬ 
ing  a  great  market  there,  and  we  were  not  helping  the 
consumer  by  neglecting  research  on  stoves.  So  we  got 
busy.  We  want  a  magazine  stove  that  will  hold  perhaps 
50  or  100  pounds  of  coal  that  you  would  have  to  re¬ 
charge  once  a  day  or  once  a  week,  depending  on  the 
size  of  the  home.  We  have  twenty-six  principal  stove 
manufacturers  enlisted  in  our  research  program.  We 
have  developed  certain  designs;  the  manufacturers 
take  those  designs  back  home,  have  their  own  designers 
fuss  up  the  outside  and  put  their  particular  twist  on 
the  design.  So  there  are  millions  of  tons  of  coal  that 
will  go  into  that  business. 

Then  76%  of  the  homes  in  America  are  heated  with 
coal.  And  we  are  away  behind  on  central-heating  sys¬ 
tems.  So  we  are  building  test  furnaces  and  boilers  in 
an  effort  to  modernize  the  central-heating  plant  fueled 
by  coal.  We  expect  the  manufacturers  of  this  equip¬ 
ment  to  play  ball;  and,  as  the  designs  are  perfected,  to 
make  some  use  of  them. 

We  have  gone  a  long  way  with  domestic  stokers, 
as  you  know,  and  they  are  quite  fool-proof;  but  they 
don’t  burn  a  wide-enough  range  of  coals.  You  still 
need  your  pets  to  use  them — certain  pet  seams  of  coal. 
Well,  that  is  bad.  They  must  burn  a  wider  range  of 
coal.  So  we  are  working  toward  what  you  might  call 
the  ideal  of  a  universal  stoker  that  will  burn  any  kind 
of  bituminous  coal.  Of  course,  we  shall  never  arrive 
at  that  point,  but  we  will  multiply  the  range  of  coals 
that  can  be  used  in  these  stokers  by  two,  three,  or 
four  times. 

The  stokers  are  not  automatic  enough.  So  we  are 
now  working  on  automatic  stokers.  For  instance,  I 
put  one  in  a  new  home  that  I  built  last  year  that  takes 
the  coal  out  of  the  bin  (the  bin  held  a  supply  suf¬ 
ficient  for  a  year  and  a  half)  and  then  takes  the 
ashes  out  and  puts  them  in  a  can.  Once  a  week  I  had 
to  walk  twenty  feet  with  this  can  and  put  it  in  the 
garage  door,  where  it  was  picked  up.  Well,  we  will  do 
even  better  than  that.  Give  us  time  enough  and  we 
will  put  the  ashes  outdoors!  Later,  we  may  put  a 
pipe  out  in  the  street,  and  a  truck  will  come  along  and 
take  the  ashes  out  of  the  basement.  So  there  is  going 
to  be  a  great  improvement  in  the  domestic  use  of  coal, 
and  that  is  a  very  big  factor,  and  an  important  one. 
We  are  far  behind  on  it.  and  we  apologize  for  that. 
But  we  believe  we  can  change  the  whole  picture  of 
domestic  heating. 

Then,  in  the  industrial  use  of  coal,  great  strides 
have  been  made  in  both  the  development  of  big 
stokers  and  in  pulverizers  or  mills  for  pulverizing  coals. 
We  have  one  of  the  greatest  men  in  the  world,  a  fuel 
technologist  and  designer  of  pulverized  fuel-fired 
equipment  right  here  in  E.  G.  Bailey,  vice-president  of 
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Babcock  &  Wilcox  Company.  He  is  internationally 
known  for  his  developments  in  the  field  of  pulverized 
coal.  His  research  is  doing  much  to  standardize  the 
design  of  equipment  so  that  a  wide  range  of  coals 
can  be  used  in  these  furnaces. 

We  have  many  projects  ahead  of  us,  some  of  them 
in  the  processed  use  of  coal.  Coal  is  one  of  the  finest 
fuels  we  have  for  certain  metallurgical  processes.  You 
know,  of  course,  that  it  is  used  in  the  blast  furnace 


and  all  that;  but  for  certain  smaller  uses,  annealing, 
heating  and  forging,  it  is  very  general  in  its  action  on 
metal.  It  has  a  little  less  scale  loss  than  any  other  type 
of  fuel  we  know.  Automatic  control  hasn’t  been  per¬ 
fected  for  the  use  of  these  small  furnaces.  We  have 
done  some  work  on  that.  We  intend  to  take  care  of 
every  phase  of  coal  utilization.  We  are  trying  to  make 
up  for  being  so  behind  in  the  past;  our  goal  is  the 
more  modern  and  wdder  use  of  coal. 


IRON  ORE  RESERVES 

By  R.  C.  Allen 

President,  Lake  Superior  Iron  Ore  Association 


I  HAVE  had  some  difficulty  in  orienting  my  mind 
on  the  subject  on  which  I  am  to  speak.  Iron  ore, 
as  well  as  coal  and  petroleum,  is  on  the  bottom  of  the 
economic  pyramid,  and  while  intelligent  planning 
usually  proceeds  from  the  bottom  up,  in  the  case  of  all 
these  natural  products  it  can  only  proceed  from  the 
top  down. 

I  am  advised  that  the  official  planners  of  postwar 
economy  have  as  their  overall  objective  the  employ¬ 
ment  of  labor;  full  employment,  if  possible,  but,  in 
any  event,  substantial  employment.  Postwar  employ¬ 
ment  of  all  our  labor  would  produce  a  national  in¬ 
come  of  about  $150  billion;  substantial  employment 
would  create  a  national  income  of  not  less  than  $135 
billion.  It  is  an  objective  to  maintain  the  postwar 
national  income  at  not  less  than  the  latter  level. 

I  also  learn  that  the  part  which  iron  and  steel  will 
create  in  that  national  income,  based  on  their  fair  pro¬ 
portion  of  the  total  industrial  activity  of  the  country, 
will  require  steel  production  at  about  the  present 
level. 

If,  in  the  postwar  years,  the  steel  industry  of  the 
country  is  to  operate  at  a  capacity  of  ninety  million  net 
tons  of  steel  ingots,  then  at  least  ninety  million  gross 
tons  of  iron  ore  per  year  would  be  required  from  Lake 
Superior.  What  then  shall  be  done  to  continue  to 
produce  ore  from  Lake  Superior  at  substantially  the 
present  rate? 

No  Shortage  of  Iron 

There  is  no  shortage  of  iron  ore  in  Lake  Superior 
or  in  the  United  States;  I  should  say  no  shortage  of 
iron,  for  what  constitutes  iron  ore  today  may  not  be 
so  regarded  tomorrow.  When  I  speak  then  of  iron  ore, 
I  am  speaking  of  what  constitutes  iron  ore  today.  In 
Lake  Superior  that  is  an  ore  which  contains  on  the 


average  about  511/2%  of  metallic  iron,  and  when  w'e 
speak  of  iron  ore  reserves  we  speak  of  such  ore  or 
deposits  which  by  treatment  through  known  processes 
may  produce  ore  of  that  grade. 

The  Lake  Superior  region  has  for  many  decades 
produced  about  85%  of  the  iron  ore  of  the  United 
States.  Today  it  is  producing  somewhat  more  than 
that,  and  in  case  the  new  blast  furnaces  now  in  course 
of  construction  are  completed,  it  will  be  called  upon 
to  produce  an  even  higher  percentage  in  1944. 

Geography  of  Iron  and  Steel  Making 

After  the  close  of  the  Civil  War  the  steel  industry 
of  the  United  States  moved  out  into  the  Great  Lakes 
region,  and  into  the  upper  Ohio  and  Mississippi  Val¬ 
leys,  because  of  the  existence  of  these  ores  of  unsur¬ 
passed  richness  in  the  Lake  Superior  region,  and  be¬ 
cause  of  the  availability  of  metallurgical  fuel  in  that 
area.  The  question  that  I  wish  to  discuss  with  you  is 
whether  or  not  the  bulk  of  the  steel  industry  of  the 
United  States  is  going  to  continue  to  exist  in  that 
area  or  whether,  due  to  lack  of  cheap  ore  available  to 
those  plants,  the  geography  of  iron  and  steel  making 
in  this  country  will  have  to  be  revised. 

Some  of  you  no  doubt  have  had  access  to  a  number 
of  estimates  of  Lake  Superior  iron  ore  reserves.  Those 
estimates,  insofar  as  they  have  been  published,  tell 
you  of  an  approaching  exhaustion  within  another 
generation.  I  do  not  wish  to  alarm  you  further  con¬ 
cerning  the  implications  of  such  figures  but  to  discuss 
their  meaning. 

No  one  at  any  time  is  able  to  estimate  with  pre¬ 
cision  the  total  amount  of  ore  in  the  Lake  Superior 
region  or  in  any  other  mineral-producing  area.  That 
is  particularly  difficult  in  the  earlier  stages  of  mining, 
when  the  area  has  not  been  thoroughly  studied  and 
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explored,  in  the  time  when  discoveries  continue  to  be 
made — discoveries  that  will  replace  current  depletion 
through  mining. 

No  Important  New  Ore  Bodies 

With  respect  to  the  Lake  Superior  district,  we  do 
not  expect  material  additions  to  the  known  reserves 
of  high-grade  ore.  The  district  is  old  and  well  explored. 
New  mines  are  not  easily  found.  You  may  be  surprised 
to  know  that  the  last  discovery  of  an  important  ore 
body  took  place  thirty  years  ago.  Since  that  time  the 
estimates  of  reserves  which  are  published  from  time 
to  time  have  fluctuated,  particularly  the  official  state¬ 
ments  which  are  made  for  taxation  purposes  in  Min¬ 
nesota,  Wisconsin,  and  Michigan.  But  in  recent  years 
the  official  estimates  have  begun  to  decline,  which 
means  that  exploration  and  development  is  failing  to 
replace  current  depletion.  Geologists  who  have  studied 
the  Lake  Superior  region  all  their  lives  no  longer  know 
where  to  look  in  the  expectation  of  finding  significant 
discoveries  of  ore,  so  thoroughly  has  the  region  been 
explored. 

Underground  and  Open-pit  Mining 

There  are  two  kinds  of  mining  in  Lake  Superior. 
One  is  underground  mining,  which  is  characteristic  of 
the  Marquette,  Menominee,  Gogebic  and  Vermillion 
Ranges,  and,  to  some  extent,  the  Cuyuna  Range.  The 
other  type  is  open-pit  mining,  which  is  characteristic 
of  the  Mesaba  Range,  although  there  are  a  number  of 
ore  bodies  on  the  Mesaba  Range  which  can  be  mined 
more  cheaply  without  stripping  and  will  be  mined 
underground. 

These  great  open  pits  are  in  shallow  ore  bodies  oc¬ 
curring  in  such  a  way  that  it  is  cheaper  to  remove 
the  sand,  gravel,  and  clay  of  the  glacial  overburden, 
thus  making  them  accessible  directly  to  trucks  and 
railroad  cars.  Naturally,  ore  bodies  of  that  type  are 
mined  first,  because  the  ore  from  them  may  be  won 
most  cheaply.  Today,  I  should  say  that  approxi¬ 
mately  70%  of  all  the  ore  is  being  mined  from  those 
open  pits. 

Approaching  Exhaustion 

It  is  comparatively  easy  on  the  Mesaba  Range,  in 
contrast  with  the  other  ranges,  to  determine  with  some 
degree  of  precision  just  how  much  iron  ore  remains 
in  the  ground.  The  Mesaba  Range  has  been  riddled 
with  drill  holes  from  one  end  to  the  other,  so  that 
one  may  take  the  estimates  of  remaining  ore  with  a 
considerable  degree  of  confidence.  Professor  E.  W. 
Davis^  has  recently  tackled  that  problem,  and  has 
published  what,  in  his  opinion,  are  the  remaining 

'Director,  Mines  Experiment  Station,  University  of  Minnesota. 


reserves.  At  the  present  rate  of  mining  from  those  pits, 
Professor  Davis  points  out  that  they  will  be  exhausted 
within  a  period  of  less  than  ten  years.  He  warns  that 
unless  means  are  taken  to  replace  the  ore  now  com¬ 
ing  from  the  pits,  production  will  fall  from  the  90-odd 
millions  of  gross  tons  which  will  be  produced  this 
year  to  possibly  some  30-odd  millions  of  tons.  He 
urges  renewed,  early,  and  vigorous  study  of  what  we 
call  the  problem  of  the  low-grade  ores  in  Lake  Su¬ 
perior. 

These  rich  Superior  ore  bodies  occur  in  what  we  call 
the  iron  formation,  the  parent  rock  which  itself 
averages  25%  metallic  iron.  Here  and  there  are  some 
richer  spots  which  are  not  ore,  but  which  may  run 
30%  and  35%  of  metallic  iron.  Now  the  rich  ore 
bodies  do  not  grade  off  into  lean  material;  the  border 
between  the  rich  ore  and  the  lean  rock  is  sharp,  often 
abrupt.  So  we  are  not  faced  with  a  gradual  decline 
in  the  tenor  of  the  ores  shipped  from  Lake  Superior. 
What  we  do  face  is  a  decline  in  shipments  from  Lake 
Superior  unless  we  can  discover  ways  by  which  we  can 
make  ore  fit  for  reduction  to  pig  iron  in  the  blast 
furnace  out  of  the  low-grade  material. 

Kinds  of  Low-grade  Ore 

There  are  two  kinds  of  that  low-grade  material. 
One  is  that  kind  in  which  the  iron  mineral  is  oxides 
other  than  magnetite;  the  other  is  that  kind  in  which 
the  iron  mineral  is  magnetite.  We  know  now  how  to 
produce  rich  ore  from  lean  magnetite  formation.  The 
only  problem  is  one  of  cost.  We  can  by  no  means  pro¬ 
duce  rich  iron  ore  from  these  magnetitic  deposits  at 
a  cost  which  will  approach  the  cost  of  pit  mining, 
but  it  can  be  produced  at  a  reasonable  cost,  perhaps 
not  above  the  price  of  iron  ore  in  some  of  the  Nine¬ 
teen  Twenties.  But  that  is  the  least  important  of 
these  two  types  of  iron  formation. 

Oxides  Other  than  Magnetite 

The  most  important  type  is  the  other,  in  which 
the  iron  is  oxides  other  than  magnetite.  At  this  mo¬ 
ment  we  know  of  no  process  through  which  ore  can 
be  made'  from  this  type,  although  laboratory  work 
has  been  in  process  for  many  years  in  an  attempt  to 
solve  that  problem. 

I  can  state  the  problem  very  simply.  The  iron  in 
this  formation  is  intimately  associated  with  silica  and 
other  gangue  minerals.  In  order  to  release  the  iron 
mineral  from  its  impurities,  it  is  necessary  to  grind 
it  very  fine,  150-mesh  and  finer.  We  then  have  a  mix¬ 
ture  of  very  finely-ground  particles  of  iron  oxide  and 
gangue,  mainly  silica.  At  the  present  time  we  cannot 
separate  the  iron  particles  from  the  gangue  particles 
on  a  commercial  scale. 
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Large-scale  Research 

Recognizing  that  problem  and  the  necessity  for 
finding  its  solution,  there  is  now  under  way  an  organi¬ 
zation  of  research  on  a  very  large  scale,  in  which 
probably  most  of  the  producers  of  iron  ore  will  be  en¬ 
gaged  cooperatively.  It  is  hoped  that  in  time  a  solu¬ 
tion  will  be  found,  even  though  it  may  depend  upon 
some  principle  which  is  not  now  known,  such,  for  in¬ 
stance,  as  flotation,  which  came  in  about  1910  and 
made  many  billions  of  dollars  of  values  which  thereto¬ 
fore  were  unrecoverable  by  any  known  process. 

Unless  this  problem  can  be  solved,  it  seems  to  me 
that  in  the  course  of  time — certainly  a  relatively  short 
time  as  nations  reckon  time — it  will  be  necessary  to 
find  new  sources  of  ore  outside  the  Lake  Superior  dis¬ 
trict  to  feed  the  blast  furnaces  now  depending  upon 
its  ore. 

Record  Use  of  Minerals 

Considering  the  mineral  field  as  a  whole,  that  is 
not  a  particularly  bad  story.  The  zinc  and  the  lead 
people,  and  the  producers  of  some  other  ores,  are 
also  apprehensive,  and  with  reason;  for  the  fact  is  that 
we  are  using  up  our  mineral  resources  at  a  rate  never 
before  known  in  the  history  of  the  world.  It  is  a  fact 
that  in  the  first  quarter  of  this  century  the  world  used 
more  minerals  than  in  all  the  preceding  history  of 
mankind;  and  in  recent  years,  as  we  all  know,  there 
has  been  a  further  great  acceleration  in  the  use  of 
minerals. 

The  problem  is  to  get  enough  metalliferous  ores  to 
support  our  economy — not  in  the  long  future,  but  in 
the  reasonably  near  future.  That  any  nation  can  get 
along  on  the  mineral  resources  within  its  own  borders 
is  an  exploded  myth.  We  have  more  overall  mineral 
resources  than  any  other  nation  in  the  world,  but  we 
cannot  get  along  without  imports;  and  as  the  years 
go  by  we  shall  need  to  import  more  and  more  minerals. 
We  shall  continue  to  need  manganese  from  Brazil, 
Africa,  India  and  Russia;  tungsten  from  China;  tin 
from  Malaya  and  Bolivia;  mica  from  Madagascar; 
quartz  crystals  from  Brazil;  chromite  from  Turkey 
and  Rhodesia;  and  so  on  around  the  four  corners  of 
the  world. 

Freer  Trade  in  Minerals  Needed 

My  first  suggestion  for  postwar  reconstruction  in 
the  mineral  industries  is  that  we  break  down  the 
barriers  of  world  trade  in  minerals,  under  some  sys¬ 
tem  through  which  balances  may  be  settled  in  goods 
and  not  in  credits  and  gold;  goods  for  goods.  For  in 
order  to  continue  to  supply  the  industries  of  our  own 
country  with  the  mineral  products  which  they  need 
we  shall  have  to  export  goods  in  return  for  them. 

In  conclusion,  I  would  like  to  make  a  second  sug¬ 


gestion  for  consideration.  I  spoke  a  moment  ago  about 
the  importance  of  the  Mesaba  open  pits  in  maintain¬ 
ing  production  from  the  Lake  Superior  region;  but 
they  have  had  another  importanee.  In  the  short  space 
of  less  than  three  years  we  have  increased  the  capa¬ 
city  for  the  manufacture  of  iron  and  steel  in  this 
country  by  an  amount  which  exceeds  by  millions  of 
tons  the  present  whole  existing  eapaeity  for  the  manu¬ 
facture  of  steel  in  the  British  Empire.  That  was  pos¬ 
sible  only  because  we  had  these  great  open  pits  on  the 
INIesaba  Range.  They  alone  could  respond  quickly  to 
the  demand  for  an  enormously  increased  tonnage  of 
ore.  Underground  mining  cannot  meet  any  sueh  de¬ 
mand.  You  have  problems  there  of  shaft  sinking,  of 
providing  working  places,  and  time  problems.  In 
short,  production  is  limited  by  the  physical  character 
of  the  operation.  Neither  could  any  such  accelerated 
demand  be  met  from  depleted  ore  bodies,  whether  open 
pit  or  underground. 

Importance  of  Stock  Pile.s 

I  think  our  national  security  can  be  guaranteed 
only  through  keeping  our  capacity  to  produce  war 
goods  at  a  high  level,  and  by  the  maintenance  of  our 
Air  Force,  Navy  and  Army  at  any  level  required  for 
the  maintenance  of  peace  and  readiness  for  war.  It 
may  be  that  in  a  third  blitzkrieg  we  shall  be  the  ob¬ 
ject  of  attack — that  we  shall  not  have  time  to  gather 
our  strength  as  we  did  in  World  War  I  or  World 
War  II.  In  the  interest  of  our  security  in  war,  and  in 
the  interest  of  our  ability  to  maintain  the  peace,  I 
think  it  is  necessary  that  we  should  accumulate  stock 
piles  of  essential  minerals  in  this  country  through 
purchases  by  the  government.  Those  stock  piles,  in 
connection  with  the  maintenance  of  facilities  for  the 
manufacture  of  war  goods,  will  enable  us  to  meet  any 
future  emergency. 

In  1940,  when  a  number  of  us  were  called  to  Wash¬ 
ington  by  the  Advisory  Commission  to  the  Council  of 
National  Defense  to  work  on  mineral  problems,  we 
found  that  the  cupboard  was  bare.  There  were  no 
considerable  stocks  of  essential  and  critical  minerals 
in  the  country — those  minerals  we  must  import  from 
abroad.  We  have  been  able  to  meet  our  demands  for 
those  minerals  at  the  expense  of  very  large  sums  of 
money,  of  ships,  and  of  lives.  I  think  that  all  of  us 
who  have  been  concerned  with  that  problem  feel  that 
the  security  of  our  nation  should  not  be  jeopardized 
through  war  which  may  come  upon  us  suddenly — 
more  suddenly  in  the  future  than  in  the  past — beeause 
we  have  no  adequate  stoeks  of  essential  minerals. 

Certain  groups  in  Congre.ss  are  interested  in  this 
problem;  hearings  are  being  held  and  legislation  is 
being  formulated  to  provide  for  such  acquisitions. 
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Discussion 


Question:  I  am  a  little  curious  to  know  about 
how  much  magnetite  iron  ore  there  is  available  in  the 
Lake  Superior  region. 

Mr.  Allen:  There  isn’t  any  magnetite  ore,  but 
there  are  lean  formations  containing  magnetite  which, 
according  to  the  figures  of  Professor  Davis,  contain  in 
excess  of  ten  billion  tons,  expressed  as  iron  ore  of  a 
tenor  of  about  60%  iron.  Your  question  is  difficult 
because  a  part  of  this  iron  formation  is  partly  mag- 
netitic  and  partly  hematitic,  but  if  you  limit  your 
question  to  that  part  of  the  iron  formation  which  is 
magnetitic  and  not  in  any  sense  hematitic,  then  I  should 
say  that  there  are  at  least  one  billion  tons  of  60%  ore 
available. 

Question:  I  would  like  to  ask  a  question  that  Mr. 
Allen  touched  upon.  It  concerns  the  expansion  of 
steel-making  capacity — the  question  of  where  that  is 
now  located.  I  am  thinking  particularly  of  the  plant 
out  on  the  Coast  at  Fontana;  and  I  believe  there  is 
one  in  Utah,  at  Provo.  In  adjusting  the  steel  industry, 
and,  by  the  same  token,  the  ore  industry,  are  we  going 
to  find  that  those  plants  can  stay  in  business  and 
compete,  using  the  raw  materials  they  do  use,  having 
the  costs  that  they  are  likely  to  have,  and  including 
the  transportation  costs  of  raw  materials.  I  am  as¬ 
suming,  of  course,  that  there  will  be  a  demand  for 
their  products  in  the  territories  they  serve,  so  that 
they  won’t  have  to  transport  the  finished  products 
at  a  high  cost. 

Mr.  Allen:  I  think  it  is  not  a  matter  of  the  cost 
of  manufacture.  At  Provo,  Utah,  the  cost  of  making 
pig  iron  is  not  greater  than  it  is  at  Birmingham,  and 
the  cost  at  Birmingham  is  less  than  it  is  at  any  other 
place  in  the  United  States.  Also,  the  scrap  market  in 
the  West  is  easy.  Therefore,  the  manufacture  of  steel 
products  at  Provo,  Utah,  will  be  carried  on  at  a  cost 
not  greater,  I  think,  than  that  of  the  industry  in  the 
East.  The  question  is  the  market  for  the  steel. 

In  order  to  make  low-cost  steel,  it  is  necessary  to 
have  modern  mills.  If  these  plants  attempt  to  satisfy 
the  demands  on  the  West  Coast  for  all  products  of 
steel,  then  the  overall  cost  may  be  high.  Whether 
it  is  going  to  be  too  high  or  not,  I  don’t  know.  But 
in  the  past  it  has  always  been  considered  that  it  would 
be  too  high,  and  that  it  would  be  cheaper  to  make 
most  of  these  steel  products  in  the  East  and  ship 
them  to  the  West  Coast.  Both  the  Fontana  plant  and 
the  plant  at  Geneva  were  conceived  initially  as  neces¬ 
sary  for  the  manufacture  of  plates  and  structurals, 
of  which,  during  the  war,  there  has  been  a  great  de¬ 
ficiency  on  the  Coast. 

At  the  time  these  new  plants  were  conceived  we 


were  shipping  something  like  5,000  tons  of  pig  iron 
a  month  to  the  West  Coast  and  heavy  tonnages  of 
ship  plates  and  structurals.  I  understand,  however, 
that  plans  are  under  way  for  a  diversification  of 
the  products  of  both  plants  by  the  building  of 
merchant  mills.  I  am  afraid  your  question  is  beyond 
me  but  here  is  a  partial  answer  to  it:  there  is  great 
activity  on  the  West  Coast  now  in  building  plants  to 
utilize  the  deal  that  is  going  to  be  made.  Here  will 
be  at  least  two  million  tons  of  new  steel.  During  the 
war  that  steel,  of  course,  will  go  into  war  goods — 
particularly  ships.  The  problem  is  what  to  do  with  it 
after  the  war.  Well,  those  folks  out  there  think  they 
can  make  refrigerators,  automobiles  and  other  prod¬ 
ucts  about  as  cheaply  as  they  can  be  made  in  the 
East. 

I  think  there  will  be  a  considerable  development  of 
industry  in  the  West  after  the  war,  based  upon  the 
steel  to  be  made  at  Fontana  and  Geneva.  Plans  are 
under  way,  and  some  of  them  are  already  taking  form. 

Question:  I  gather  from  Mr.  Allen  that  the  shift 
to  lower-grade  iron  ores  is  so  imminent,  and  that 
there  are  such  technological  difficulties  in  the  way, 
that  there  is  a  probability  of  an  enforced  decline  in 
production  during  the  next  ten  years — indeed,  if  not 
within  the  next  five  years. 

That  brings  us  to  the  question  of  substitutes  for 
steel,  or,  rather,  replacement  of  part  of  that  demand 
by  other  metals,  notably  the  light  metals.  We  know 
that  very  extensive  capacities  for  the  production  of 
aluminum  and  magnesium  are  installed.  Would  you 
care  to  comment  on  the  shifting  relationship  in  steel 
and  other  construction  materials.'* 

Mr.  Allen:  I  hope  I  made  it  clear  to  all  of  you 
that  my  estimates  were  based  upon  the  postwar  man¬ 
ufacture  of  steel  ingots  at  a  minimum  of  about  the 
present  rate  of  manufacture.  I  was  not  stating  my  be¬ 
lief  that  we  shall  continue  to  manufacture  at  that  rate. 

As  to  substitutions  of  other  metals  for  steel,  I  do 
not  fear  that.  I  think  that  we  have  too  little  metal, 
and  that  our  shortages  will  continue  to  show  up  and 
grow  in  the  years  to  come.  I  believe  that  is  not  only 
true  of  the  United  States  but  it  is  true  of  the  rest  of 
the  world.  The  acceleration  in  the  use  of  minerals  in 
the  world  is  not  only  startling  to  me,  but  rather  ter¬ 
rifying.  In  this  country  we  have  seen  whole  mineral- 
producing  districts  exhausted.  When  I  remarked  that 
there  has  been  only  one  important  discovery  of  ore  in 
Lake  Superior  in  the  last  thirty  years,  I  might  have 
added  that  that  same  remark  could  be  made  with 
the  same  implication  of  almost  every  other  major 
mineral-producing  area  in  this  country.  Despite  the 
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efforts  of  mining  companies,  supplemented  by  the 
efforts  of  government,  including  federal  and  state, 
we  have  not  for  a  long  while  through  discovery  and 
development  replaced  current  consumption  of  min¬ 
erals  in  this  country,  and  the  overall  reserves  are 
running  down.  I  wish  I  could  have  the  assurance  that 
a  great  many  people  have  concerning  the  probability 
of  future  discoveries  in  an  amount  sufficient  to  main¬ 
tain  our  reserves,  let  alone  increase  them. 

By  the  way,  there  is  a  recent  book  published  by  the 
Brookings  Institution  on  “World  Minerals  and  World 
Peace.”  The  authors  are  Dr.  C.  K.  Leith,  Mr.  J.  W. 
Furness  and  Cleona  Lewis.  They  discuss  the  mineral 
problem  on  a  world  basis.  I  recommend  that  book 
to  all  of  you  who  are  interested  in  this  overall  mineral 
problem. 

My  feeling  is  that  the  mineral  industry,  taking  a 
long-range  view,  need  not  be  concerned  with  its  mar¬ 
kets,  other  than  coal,  of  which  we  seem  to  have  a 
very  large  supply;  it  is  concerned  with  getting  enough 
low'-cost  production  to  maintain  the  scale  of  living 
with  which  we  are  familiar.  It  is  necessary  of  course, 
to  an  understanding  of  the  mineral  problem  to  analyze 
each  mineral  separately.  We  could  spend  the  rest  of 
the  night  talking  about  one,  iron  ore,  of  which  I  was 
able  to  give  you  only  the  briefest  kind  of  sketch;  but 
we  should  go  on  to  analyze  all  the  minerals  which  go 
into  the  manufacture  of  steel,  inasmuch  as  we  are 
talking  about  steel.  We  should  ask  about  coke  and 
what  the  qualities  are  going  to  be  and  what  it  is  going 
to  cost;  and  w'e  should  talk  about  manganese.  Where 
are  we  going  to  get  that?  And  chromite  and  tungsten 
and  molybdenum  and  titanium  and  other  minerals 
which  go  into  the  alloys  of  steel.  Each  one  of  those 
minerals  presents  its  own  problem.  But  when  you  look 
at  the  whole  mineral  problem,  the  overall  situation, 
it  seems  to  me  the  conclusion  is  inescapable  that 
our  reserves  are  running  down,  regardless  of  the 
effort  to  maintain  them.  I  think  that  in  this  country 
they  will  continue  to  run  down,  and  that  is  why  it 
is  so  important  that  we  break  down  the  barriers  of 
trade  so  that  we  may  have  access  to  the  mineral  re¬ 
sources  of  the  world. 

I  realize  that  that  is  even  more  important  to  the 
Axis  countries  than  it  is  to  us,  because  Germany, 
Italy,  and  Japan  are  mineral-poor,  and  that  their 
poverty  in  minerals  is  one  of  the  chief  reasons  for 
their  territorial  aggression.  They  want  mineral  re¬ 
sources  under  their  own  ownership  and  control,  and 
are  not  content  to  buy  them  in  the  world  markets. 

Now  it  happens  that  the  Allied  nations  own  and 
control  more  than  80%  of  all  the  mineral  wealth  of 
the  world.  Even  now  we  have  access  to  most  of  that. 
The  mineral-poor  countries  want  access  to  the  min¬ 


erals  which  are  owned  and  controlled  by  the  mineral- 
rich  countries,  which  are  the  British  Empire,  the 
United  States,  and  Russia,  and  what  to  do  about  this 
condition  of  mineral  supplies  on  a  world  basis  must  be 
one  of  the  important  considerations  in  the  coming 
peace  conference.  This  war  is  largely  about  minerals; 
it  is  being  fought  mainly  over  the  mineral  problem. 
And  unless  in  the  peace  conference  and  in  the  peace 
itself  measures  are  taken  to  support  free  world  trade  in 
minerals,  we  are  laying  the  basis  for  another  war. 

iNIanufacture  is  growing  all  over  the  world,  and 
manufacture  must  have  mineral  raw  materials.  When 
the  world  was  created,  these  mineral  raw  materials 
were  scattered  haphazardly.  WTy  is  it  that  Bolivia 
and  Malaya  got  all  the  tin?  But  we  insist  upon  access 
to  that  tin.  Why  was  tungsten  concentrated  in  China? 
Why  was  Rhodesia  blessed  with  very  rich  deposits  of 
chromite?  Why  was  the  United  States  blessed  with  a 
Lake  Superior  region  and  a  Mesaba  Range  and  so  on? 

In  these  days  the  world  has  become  so  small  that 
it  is  possible  to  go  around  it  in  a  matter  of  hours 
rather  than  days;  all  these  peoples  have  become  our 
neighbors;  they  want  their  place  in  the  sun.  In  order 
to  have  an  industrial  civilization  in  any  country  it 
must  have  access  not  only  to  the  minerals  w'hich  it 
happens  to  have  but  to  the  mineral  supplies  of  all  the 
world.  Even  to  support  our  iron  and  steel  industry 
here  we  have  to  search  the  four  corners  of  the  w'orld 
for  the  alloy  minerals,  because  we  do  not  have  them 
here,  and  those  we  do  have,  which  occur  in  very  spar¬ 
ing  amounts,  cost  us  a  great  deal  of  money.  We  our¬ 
selves  demand  access  to  these  minerals.  Well,  our 
enemies  demand  the  same  access,  and  w'hen  we  all 
have  free  access  to  all  the  mineral  deposits  in  the 
world,  it  is  my  personal  opinion  that  there  will  be  too 
little  to  go  around.  I  am  sure  that  no  one  who  studies 
the  startling  and  tremendous  drafts  that  are  being 
made  upon  our  mineral  deposits  will  have  any  other 
opinion. 

I  am  taking  the  long-range  view;  that  isn't  to¬ 
morrow.  But  we  are  talking  about  reconstruction, 
and  our  measures  of  reconstruction  must  take  the 
long  view. 

Question:  !Mr.  Allen  in  his  talk  recommended  very 
strongly  that  this  country  fill  up  its  stock  pile  by  buy¬ 
ing  the  scarce  metals  from  other  countries.  Now  he 
says  they  are  scarce  throughout  the  world.  Then  are 
we  going  to  go  in  and  buy  the  lion’s  share,  and  stock 
up  our  coffers  and  let  the  other  peoples  stand  by  and 
watch  us  doing  it,  or  are  we  going  to  follow  the 
Atlantic  Charter,  as  was  well  brought  out  in  the 
Brookings  Institution’s  book,  and  make  them  equally 
available  to  all  countries?  If  so.  how  are  we  going  to 
pay  for  it?  National  debt? 
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]Mr.  Allen:  I  think  we  all  agree  that  our  national 
security  is  of  paramount  importance  in  all  our  think¬ 
ing.  I  don’t  believe  in  that  particular  clause  in  the 
Atlantic  Charter.  I  am  not  speaking  of  present  scar¬ 
city.  I  am  speaking  of  a  growing  scarcity,  taking  the 
long  view  of  it.  What  I  want  stock  piles  for  is  this: 
a  depleted  mineral  reserve  cannot  respond  quickly  to 
a  greatly  increased  demand.  It  cannot  respond  to  an 
emergency  demand.  If  I  could  be  sure  that  there 
never  is  going  to  be  another  war,  that  we  could  again 
sink  a  portion  of  our  Navy,  and  disband  our  armies 
on  the  assumption  that  the  last  war  had  been  fought, 
that  the  democratic  principle  had  been  maintained, 
that  there  would  never  be  any  more  trouble  in  the 
world — then  I  would  not  want  the  stock  piles. 

Some  of  these  minerals  have  got  to  come  from 
abroad,  because  we  do  not  have  them;  tin,  for  instance. 
Some  of  these  minerals  that  I  want  to  stock  pile  occur 
in  our  own  country;  they  are  the  ones  that  we  would 
need  in  war,  the  supply  of  which  cannot  respond  to  a 
suddenly  increased  demand.  I  want  them  taken  out 


of  the  ground  and  stock  piled,  either  in  the  form  in 
which  they  come  from  the  ground  or  in  some  other 
form,  at  any  rate  in  the  form  in  which  they  can  be 
most  cheaply  stock  piled  in  the  long  run,  and  held. 

How  are  we  going  to  pay  for  it?  I  said  that  I  would 
want  the  barriers  to  mineral  trade  torn  down.  I  would 
expect  to  pay  for  these  stock  piles  in  goods  we  our¬ 
selves  need  to  ship  abroad.  This  will  be  a  stimulant  to 
international  trade;  but  I  am  not  advocating  stock 
piles  for  this  reason,  even  though  it  will  be  a  cushion 
under  our  own  economy.  If  we  set  out  now  to  buy, 
over  a  period  of  ten  years,  stock  piles  for  the  next 
emergency  of  three  or  four  years,  it  will  be  the  part 
of  wisdom  to  buy  when  mining  is  at  a  low  ebb  in  this 
country  and  thus  support  our  home  industry  when  it 
needs  support  and  iron  out  these  alternating  booms 
and  depressions  to  that  extent. 

There  is,  after  all,  only  one  reason  why  I  want  the 
stock  piles;  and  that  is  that  I,  for  one,  want  to  be 
secured  against  the  third  blitzkreig,  which  may  hit 
us  first. 


3.  Prospects  in  Construction 
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SOi\IE  OF  our  planners,  the  ones  who  have  assumed 
that  postwar  construction  is  going  to  be  largely 
a  matter  of  vast  federal  spending,  are  going  to  get  a 
rude  awakening.  I  think  that  the  big  spending  party 
took  plaee  in  1933  and  the  years  following,  and  that 
much  of  the  planning  that  is  predicated  on  large  fed¬ 
eral  spending  for  all  manner  of  things — non-federal 
public  works,  urban  redevelopment,  and  so  on — is 
planning  for  the  last  depression. 

Financing  Public  Construction 

The  best  way  the  Federal  Government  can  spread 
puchasing  power  is  to  adopt  an  orderly  procedure  for 
redeeming  bonds.  It  will  have  an  obligation  to  control 
inflation  through  the  postwar  reconversion  period. 
Without  doubt,  the  greatest  inflationary  danger  will 
come  at  that  time,  when  purchasing  power  begins  to 
operate  in  the  market  for  consumer  goods  and  other 
goods  that  people  have  been  unable  to  buy,  and  for 
which  the  demand  will  be  overwhelming.  Such  de¬ 
mands  will  include  civilian  construction,  both  private 
building  and  public  community  facilities,  that  has 
been  held  back  by  wartime  restrictions. 

Not  only  have  individuals  and  corporations  been 
getting  out  of  debt  and,  in  the  case  of  individuals,  sav¬ 
ing  money,  but  our  states  and  municipalities  and 
other  local  governments  have,  to  a  large  extent,  been 
doing  the  same  thing.  There  is  a  real  question  as  to 
whether,  after  having  got  out  of  hock  to  the  govern¬ 
ment  and  now  having  the  government  in  hock  to  us, 
we  have  to  go  back  on  the  dole.  If  there  is  a  question 
about  the  availability  of  adequate  funds  to  finance  the 
necessary  community  facilities  of  this  country,  either 
by  states  or  by  local  governments,  there  are  ways 
that  certainly  should  be  explored  before  we  adopt  as 
a  permanent  policy  a  plan  for  federal  subvention  of 
the  states  and  cities. 

There  is  before  Congress  now  the  Coffee  Re.solu- 
tion,  H.  J.  Res.  56,  looking  toward  the  creation  of  a 
national  tax  commission — a  commission  on  tax  in¬ 
tegration.  It  would  be  an  expert  commission  to  review 
the  whole  tax  pattern  of  this  country,  covering  the 


taxing  powers  and  taxing  resources  of  over  160,000 
agencies  of  government. 

If  Congress  sets  up  such  a  commission,  and  if,  as  a 
result,  there  are  sound  recommendations  for  assigning 
adequate  revenue  resources  to  the  various  levels  of 
government,  there  is  perhaps  a  chance  that  the  local 
governments,  if  managed  economically  and  efficiently, 
can  pay  their  own  way. 

There  are  fields  of  financing  that  should  be  ex¬ 
plored.  There  was  a  banking  function  exercised  for 
state  and  local  governments  in  the  old  PW'A  program. 
You  will  remember  that  ‘under  the  PWA  program, 
construction  was  done  under  the  contract  method — 
45%  grants,  and  55%  loans.  In  implementing  the 
loans,  the  PWA  accepted  the  bonds  of  municipalities, 
then  sold  them  to  the  RFC,  which  later  sold  them  to 
private  investors.  That  was  a  banking  operation  done 
for  the  benefit  of  state  and  local  governments. 

The  RFC  itself  is  a  curious  sort  of  capital  credit 
bank  which  was  created  for  emergency  purposes  and 
which  apparently  is  going  to  continue  in  existence  for 
a  long,  long  time.  A  review  of  its  functions  might  pos¬ 
sibly  indicate  ways  of  providing  credit  facilities  for 
states  and  local  governments  if  those  prove  to  be 
needed. 

I  should  like  to  point  out  that  the  Credit  Foncier,  of 
France,  the  principal  function  of  which  is  lending  on 
home  mortgages,  and  which  to  some  extent  has  served 
as  a  pattern  for  our  own  recent  developments  in  home 
mortgage  banking,  also  made  direct  loans  to  muni¬ 
cipalities. 

There  are  possibilities  of  improving  the  tax  pattern 
so  that  states  and  local  governments  will  not  need  to 
rely  on  the  Federal  Treasury,  and  possibilities  of  pro¬ 
viding  credit  facilities  if,  after  study,  such  credit  facil¬ 
ities  should  prove  to  be  needed. 

I  think  that  long-range  planning  of  public  works 
by  the  Federal  Government,  by  the  states  and  by  all 
local  planning  agencies,  is  all  to  the  good,  whether  or 
not  the  plans  are  carried  out  by  local  governments 
with  federal  aid.  The  growing  trend  toward  adoption 
of  six-year  capital  budgets  at  these  various  levels  of 
government  should,  if  properly  carried  through,  in- 
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dicate  a  trend  toward  more  careful  planning,  more 
economical  administration,  and  a  more  efficiently 
operated  and  continuous  program  of  providing  nec¬ 
essary  public  improvements. 

The  Federal  Aid  Program 

I  should  like  to  point  out,  in  passing,  the  special 
character  of  federal  aid  highway  programs.  The  Fed¬ 
eral  Government’s  interest  in  highways  goes  back  to 
the  earliest  times,  the  Constitution  itself  providing 
Congress  with  the  power  to  establish  post  offices  and 
post  roads. 

The  current  federal  aid  program  is  a  continuation 
of  one  that  was  begun  in  1916.  It  has  been  a  continu¬ 
ous  program,  carried  out  jointly  by  the  Federal  Gov¬ 
ernment  and  the  states,  and  not  an  improvised  pro¬ 
gram  to  meet  an  emergency.  It  is  in  a  separate  cate¬ 
gory,  I  think,  from  local  public  works.  A  link  in  a 
national  highway  system  is  a  different  type  of  thing 
from,  let  us  say,  a  new  sewer  system  or  water  supply 
system  for  the  Borough  of  Queens.  The  latter  is  of 
purely  local  value  and  serves  only  the  local  people.  We 
have  to  be  careful  to  discriminate  between  one  type 
of  project  and  the  other  in  discussing  public  works. 

Fallacies  about  Postwar  Construction 

The  notion  that  the  construction  industry  is  going 
to  depend  heavily  on  federal  subsidies  through  an  in¬ 
definite  future  I  call  Fallacy  No.  1 — the  defeatist 
fallacy. 

There  is  a  second  fallacy  that  I  think  has  gained 
currency:  the  notion  that  the  construction  industry 
is  very  backward.  I  call  your  attention  to  the  progress 
made  from  the  Monadnock  Block  (which  is  called  the 
first  skyscraper,  built  in  1892)  and  the  Masonic 
Temple  (built  at  the  same  time  in  Chicago)  to  Rocke¬ 
feller  Center.  I  call  your  attention  to  the  many  de¬ 
velopments  in  construction  materials  and  techniques 
over  the  last  fifty  years.  I  call  your  attention  to  the 
war  construction  program  of  last  year,  which  was  the 
largest  construction  program  carried  out  in  a  single 
year  in  this  or  any  other  country  in  the  entire  course 
of  history. 

The  architects  and  builders  of  the  Empire  State 
Building,  of  the  Metropolitan  housing  projects — the 
one  they  have  already  built  out  in  the  Bronx,  and  the 
new  one  to  be  built  in  the  postwar  period — were  also 
the  people  who  did  the  enormous  Newfoundland 
Naval  base  and  many  cantonments  and  other  war 
construction  projects.  The  builders  who  built  the  new 
store  building  for  Tiffany  also  built  the  fortifications 
of  Pearl  Harbor. 

The  essence  of  the  competence  of  the  construction 
industry  is  its  adaptability,  its  ability  to  move  its 


assembly  lines  from  one  place  to  another,  from  one 
job  to  another,  practically  overnight.  It  does  not 
ordinarily  try  to  turn  out  by  repetitive  processes 
frozen  designs  or  standard  products.  It  can  do  so,  as 
shown  by  the  fact  that  the  builder  of  Boulder  Dam 
made  a  record  building  Liberty  ships.  He  did  it  not 
because  he  was  a  miracle  man,  but  because  he  was  a 
first-class  construction  man  and  knew  how  to  apply 
his  customary  techniques  to  a  new  kind  of  job.  There 
has  been  enormous  progress  in  the  last  ten  years,  even 
in  small  house  design  and  in  methods  of  house  con¬ 
struction,  where  progress  has  been  of  an  evolutionary 
character — not  spectacular,  but  very  real. 

The  Question  of  Tempo 

I  think  that  the  general  notion  that  the  industry 
is  very  backward,  which  has  gained  currency  in  the 
past  ten  years,  has  led  us  to  Fallacy  No.  3,  the  roman¬ 
tic  fallacy.  We  have  heard  much  talk  of  the  brave  new 
world — dream  cars,  dream  houses,  dream  refriger¬ 
ators,  dream  washing-machines,  and  all  the  beautiful 
things  that  are  going  to  make  everything  we  now 
have  obsolete  and  make  the  whole  world  entirely 
different  from  anything  we  have  ever  seen  before.  I 
will  say  that  the  brave  new  world  is,  to  date,  a  great 
literary  success.  One  of  the  fancy  ideas  current  a 
short  while  ago  was  the  notion  that  cargo  planes 
would  put  the  railroads  out  of  business,  an  idea  that 
is  pretty  well  exploded  today. 

I  believe  we  can  accept  a  statement  that  Mr.  Ket¬ 
tering  made  last  January,  in  announcing  that  General 
Motors  would  resume  production  with  1942  models 
and  then  stating  that  he  saw  no  fiash  progress  toward 
a  wonder  age.  “There  will  be  a  little  hump  in  the  pro¬ 
gress  line  once  the  war  frees  us,”  he  said,  “but  gener¬ 
ally  speaking,  the  flow  of  inventions  will  be  slow  but 
sure,  as  in  the  past.” 

That  view  deserves  stress,  so  that  we  will  not  let 
ourselves  be  carried  away  by  the  more  fanciful  pre¬ 
dictions  that  have  been  made  about  the  radical 
changes  that  we  are  likely  to  see,  about  very  quick 
revolutionary  progress  in  both  design  and  methods 
of  producing  houses. 

I  think  that  the  prefabricated  house  is  enlisting 
today  the  earnest  and  enthusiastic  effort  of  a  great 
many  practical  and  intelligent  people,  as  well  as  the 
literary  effusions  of  some  people  who  have  not  tried 
to  get  down  to  the  bedrock  facts  of  the  situation.  I 
think  that  this  research  effort  is  undoubtedly  going  to 
produce  some  very  valuable  results.  It  will  certainly 
increase  the  amount  of  standardized,  prefabricated 
subassemblies  to  be  used  in  building. 

I  think  that  what  we  are  pleased  to  call  the  complete 
house,  standardized  and  turned  out  of  the  factory,  is 
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still  in  the  experimental  stage,  and  I  doubt  whether 
you  can  say  for  certain  that  it  has  arrived.  I  think 
it  is  much  more  a  question  of  markets  and  of  securing 
continuity  of  orders  on  which  to  build  a  mass-produc¬ 
tion  business  than  it  is  one  of  technical  development. 

I  do  not  wish  to  be  dogmatic  about  this,  but  I 
think  we  have  to  realize  that  a  house  is  a  design  for 
living,  for  living  in  family  groups,  for  living  on  land 
and  living  in  communities;  furthermore,  that  the 
house  involves  not  only  the  superstructure  and  the 
mechanical  devices  that  we  put  inside  it,  but  also  the 
piece  of  land  on  which  it  goes,  the  foundations,  the 
service  connections,  and  so  on. 

We  must  reserve  judgment — at  any  rate,  I  am 
reserving  judgment — as  to  how  far  that  development 
will  go  and  how  fast  it  may  change  our  system  of  do¬ 
ing  things.  I  do  anticipate  great  progress  in  construc¬ 
tion  methods  and  possible  changes  in  marketing  pro¬ 
cedures.  I  think  we  ought  to  try  to  assess,  in  each,  the 
fact  content  and  the  fantasy  content  of  current  dis¬ 
cussions  on  these  matters,  and  try  to  arrive  at  a  real¬ 
istic  appraisal  of  the  postwar  prospects. 

Postwar  Demand 

That  brings  us  to  the  question  of  what  the  postwar 
demand  will  consist  of.  The  immediate  postwar  de¬ 
mands,  more  or  less  in  the  order  in  which  they  will 
appear  and  probably  the  order  in  which  they  will  be 
taken  care  of,  will  be  as  follows: 

First:  deferred  maintenance,  repairs,  modernization 
for  all  classes  of  construction.  It  is  impossible,  of 
course,  to  estimate  the  volume  accurately,  but  when 
we  realize  that  there  will  have  been  several  years’  de¬ 
ferment  and  that  nearly  every  structure  in  the  United 
States  will  need  to  have  something  done  to  it,  it  cer¬ 
tainly  seems  that  there  should  be  several  billion 
dollars’  worth  of  work  in  this  category. 

Second:  There  will  be  a  need  to  replace  with  stan¬ 
dard  equipment  the  inferior  equipment  which  has 
been  placed  in  war  buildings  as  a  temporary  expedi¬ 
ent — a  conversion  of  war  structures  to  peacetime 
standards  where  peacetime  standards  were  deliber¬ 
ately  not  followed  in  the  construction. 

Third:  There  will  be  a  large  backlog  of  demand  for 
new  construction  which  has  been  banned  by  war  re¬ 
strictions — or  rendered  impossible  by  reason  of  short¬ 
ages,  which  amounts  to  the  same  thing.  This  will  in¬ 
clude  houses  over  $6,000,  including  land  costs;  housing 
outside  of  war  centers;  farm  buildings;  apartment 
buildings  in  the  cities;  commercial  buildings;  even 
industrial  buildings. 

From  an  analysis  of  the  war  plant  program,  it  is 
readily  seen  that  it  has  been  largely  the  chemical  in¬ 


dustries,  the  heavy  goods  industries,  and  the  con¬ 
sumer  durable  industries,  that  have  had  their  capacity 
greatly  expanded  for  the  war  effort.  Most  of  the  con¬ 
sumer  goods  industries  have  not  had  that  expansion, 
and  have  been  subject  to  the  wartime  restrictions  on 
all  civilian  building. 

There  are  many  industries,  such  as  food  processing, 
textiles,  printing  and  publishing,  lumber,  and  many 
others,  which  will  need  to  build  in  order  to  bring 
their  plant  capacity  up  to  the  requirements  of  the 
times.  Thus  even  war  plant  surpluses,  which  will  to 
some  extent  consist  of  buildings  of  a  specialized  char¬ 
acter,  will  not  preclude  a  demand  for  industrial  build¬ 
ings.  And,  of  course,  there  are  public  buildings  and 
other  public  facilities  of  the  heavy  construction  type, 
such  as  utilities  and  public  works  projects,  that  have 
been  held  back. 

Our  company  has  made  a  partial  survey  of  actual 
postwar  projects  now  in  the  planning  stage.  The  sur¬ 
vey  does  not  purport  to  be  comprehensive;  it  does  not 
cover  the  eleven  Western  states,  and  it  does  not  pur¬ 
port  to  give  complete  coverage  for  the  East.  But  we 
actually  have  in  our  files  records  of  19,000  planned 
projects,  amounting  to  an  estimated  total  cost  of 
$4,300,000,000.  That  is  evidence  that  much  construc¬ 
tion  is  actually  projected,  quite  apart  from  general 
notions  that  there  will  be  a  demand. 

The  Problem  of  Materials 

The  order  in  which  these  demands  will  be  taken 
care  of  in  the  early  transition  period,  I  think,  will  be 
determined  by  the  order  in  which  materials  will  be¬ 
come  available  in  adequate  amounts. 

For  the  repair  and  modernization  program,  I  imag¬ 
ine  that  paints,  lumber,  wallboard,  composition  roof¬ 
ing  for  repairs,  nails,  and  so  on,  will  probably  not  take 
very  long  to  become  available  in  adequate  supplies. 
Certain  materials  for  heavy  construction — cement, 
sand  and  gravel,  the  clay  products,  and  even  rein¬ 
forcing  steel  should  become  available  almost  at  once. 
For  construction  machinery — and  some  other  prod¬ 
ucts,  there  may  be  a  delay  in  getting  into  full  produc¬ 
tion  because  of  lack  of  adequate  production  machin¬ 
ery  in  repair.  But  projects  requiring  those  materials 
are  apt,  I  believe,  to  become  possible  fairly  soon  after 
the  cessation  of  hostilities,  when  the  green  light  is 
flashed  for  construction,  private  and  public. 

The  more  highly  fabricated  building  products,  par¬ 
ticularly  those  made  of  metal,  may  take  more  time: 
structural  steel,  metal  windows,  pij)e.  plumbing  fix¬ 
tures,  electrical  wire  and  wiring  devices,  ranges  and 
refrigerators,  and  so  on,  in  varying  degree.  I  have 
been  told  that  the  plumbing-fixture  problem  is  not 
apt  to  be  serious,  but  that  possibly  the  pipe  problem 
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may  be  more  difficult.  The  availability  of  those  ma¬ 
terials  is  going  to  depend  very  much  on  the  policies 
and  procedures  in  releasing  raw  materials  that  will  be 
put  into  effect  by  the  government. 

There  may,  of  course,  be  an  interim  period  between 
armistices,  between  the  finish  of  the  war  in  Europe 
and  the  finish  of  the  war  in  the  Pacific,  which  would 
permit  the  beginning  of  a  shift  to  civilian  production 
that  might  ease  the  transition  very  considerably.  I 
don’t  think  anybody  can  be  sure  about  that,  but 
I  think  that  what  I  have  suggested  is  a  possibility. 

It  is  likely  that  by  the  time  the  more  highly  fabric¬ 
ated  products  that  go  into  buildings  become  available, 
private  building  demand  and  the  demand  for  those 
public  buildings  that  can  be  financed  by  state  and 
local  governments  on  their  own  will  absorb  the  avail¬ 
able  supply  of  such  materials  and  will  continue  to  do 
so  for  a  fairly  extended  period. 

Role  of  the  Federal  Government 

There  is  a  question  in  my  mind,  therefore,  as  to 
whether  a  federally-stimulated  program,  including 
public  buildings,  would  be  of  much  help  in  the  re¬ 
employment  situation.  It  might  be  not  only  competi¬ 
tive,  but  large-scale  spending  for  such  a  purpose  might 
be  highly  inflationary. 

It  seems  to  me  that  the  Federal  Government’s  obli¬ 
gations — these  apply  to  our  general  economy,  rather 
than  specifically  to  construction — will  consist  mainly 
of  an  orderly  redemption  of  war  bonds,  an  orderly  re¬ 
lease  of  critical  materials,  an  orderly  disposal  of  war 
surpluses,  the  retention  of  price  ceilings  for  a  reason¬ 
able  period  (if  price  ceilings  hold  during  the  war — 
and  we  cannot  be  sure  whether  there  will  be  any  ceil¬ 
ings  by  the  war’s-end) ,  and  the  retention  of  other  in¬ 
flation  controls  through  the  reconversion  period.  It  has 
also  an  obligation  to  promote  confidence  in  private  en¬ 
terprise  and  confidence  in  a  reasonable  stability  of  price 
levels  after  we  reach  something  near  the  expected 
postwar  level. 

Long-range  Outlook 

For  the  long  range,  I  think  that  the  problems  of 
taxation  and  finance  are  fundamental  to  our  whole 
economy  and  to  the  future  expansion  of  our  economy 
— and  naturally  to  construction,  which  is  the  instru¬ 
ment  of  economic  expansion.  The  construction  indus¬ 
try,  I  think,  will  have  a  strong  obligation  to  try  to  keep 
costs  in  line  with  the  general  price  level.  If  it  permits 
construction  costs  to  move  up  much  faster  than  the 
general  price  level  does,  it  may  make  trouble  for 
itself.  Keeping  costs  under  reasonable  control,  I 
think,  is  a  definite  necessity  for  the  industry. 

After  the  first  World  War,  the  net  recovery  period 


was  four  years.  We  did  not  catch  up  with  postwar 
demands  that  had  been  deferred  from  the  war  period 
until  the  end  of  1924.  However,  there  was  time  out 
for  two  years  for  a  price  inflation  and  deflation,  in 
1920  and  1921,  so  that  the  net  period  of  recovery, 
during  which  construction  was  catching  up  with  de¬ 
mand,  was  about  four  years. 

That  recovery  period  was  followed,  not  by  a  decline, 
but  by  a  period  of  substantial  expansion.  And  it  was  a 
real  expansion,  in  spite  of  the  fact  that  it  led  into  an 
uncontrolled  inflationary  boom.  I  need  only  to  recall 
to  you  the  growth  of  the  automobile  and  allied  indus¬ 
tries,  and  the  highways,  garages,  and  all  of  the  other 
things  that  went  with  them,  to  indicate  that  there 
was  a  genuine  economic  expansion  involved  in  that 
boom  of  the  late  Twenties. 

We  have  important  potential  expansion  factors 
present  today.  There  is  the  prospect  of  a  resumption 
of  the  recovery  that  was  interrupted  by  the  war,  a 
recovery  marked  by  a  continuous  increase  in  construc¬ 
tion  volume  from  1934  through  1940. 

We  have  the  prospect  of  new  product  developments 
— light  metals,  plywood,  synthetics,  and  so  on.  There 
is  commercial  aviation,  perhaps  private  aviation. 
There  is  the  prospect  of  urban  redevelopment:  the 
replacement  of  obsolete  structures  in  our  cities;  the 
replanning  of  blighted  areas;  and,  in  general,  finishing 
the  job  of  adapting  our  communities  to  the  motor 
age. 

Foreign  trade  developments  would  help  the  gen¬ 
eral  economy  and  would  probably  affect  the  develop¬ 
ment  of  many  of  our  important  seaports  directly  in 
terms  of  a  construction  demand.  New  construction 
methods  and  materials,  bringing  down  costs  and 
making  new  buildings  more  desirable,  will  undoubt¬ 
edly  be  a  factor  in  an  expanding  market. 

We  will  have  the  continuing  demands  of  a  prosper¬ 
ous  economy  (assuming  that  we  get  a  prosperous 
economy,  which  I  fully  expect) :  the  housing  needs  of 
increased  population;  needs  for  new  terminal  facilities 
of  many  kinds;  and,  of  course,  the  commercial  build¬ 
ings  that  go  along  with  all  these  developments. 

There  may  be  other  factors  that  are  quite  unknown 
today.  Up  to  the  present  time  we  have  never  known 
in  advance  just  what  would  be  the  dominant  factor 
in  bringing  about  the  next  great  period  of  economic 
expansion.  We  didn’t  know  it  when  the  railroads  were 
brand-new;  we  didn’t  know  it  when  the  automobiles 
were  brand-new;  and  we  may  not  be  able  to  recognize 
today  just  what  will  be  the  most  important  expan¬ 
sion  factor  hereafter. 

It  seems  to  me  that  if  we  control  the  postwar  in¬ 
flation  and  the  postwar  boom  (something  that  has 
never  been  done  after  any  previous  war  that  we  have 
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had,  but  we  are  hoping  that  we  can  do  it  this  time) ,  if 
we  manage  our  taxation  program  wisely  and  provide 
favorable  conditions  for  economic  expansion  by  pri¬ 
vate  enterprise,  and  if  we  quickly  recognize  our  mis¬ 
takes  this  time  (which  we  did  not  do  in  the  late  Nine¬ 
teen  Twenties) ,  we  are  in  for  an  extended  period  of 
great  prosperity,  and  naturally,  along  with  it,  a  large 
construction  volume. 

Construction  in  the  Postivar  Decade 

I  have  set  down  some  figures  that  I  am  going  to 
read  to  you.  I  don’t  like  to  call  them  forecasts,  be¬ 
cause  there  are  so  many  uncertainties.  At  the  same 
time,  we  have  to  make  some  assumptions  about  the 
future  in  order  to  plan,  and  it  seems  to  me  that  these 
figures  make  some  sense  in  view  of  all  the  assumptions 
that  I  have  stated.  The  figures  are  as  follows: 

In  the  ten  years  following  the  end  of  this  war,  con¬ 
struction  volume,  in  terms  of  1940  dollars,  is  likely  to 
average  double  the  average  annual  volume  of  the 
1930  decade.  That  sounds  like  a  big  increase;  how¬ 
ever,  it  would  be  about  5%  over  the  average  of  the 
1920  decade,  so  that  the  estimate  is  conservative. 

I  would  expect  nonresidential  building  as  a  whole 
to  average  about  75%  over  the  average  annual  vol¬ 
ume  of  the  1930  decade.  I  think  that  residential  build¬ 
ing  can  be  estimated  conservatively  at  three  times  the 
average  dollar  volume,  and  three  times  the  average 
annual  number  of  units,  of  the  1930  decade.  That 
sounds  like  a  lot,  but  you  should  recall  that  we  are 
talking  about  comparing  a  decade  which  is  expected 
to  be  prosperous  with  a  decade  when  poverty  was  the 
principal  condition  that  occupied  our  attention  and 
our  thinking. 

That  increase  would  give  an  average  for  the  ten 
postwar  years,  in  terms  of  nonfarm  family  dwelling 
units,  of  819,000  a  year.  That  is  16%  over  the  average 
of  the  Twenties,  and,  as  I  said  before,  three  times 
the  average  of  the  Thirties.  You  have  heard  the 
million-a-year  figure  frequently  quoted.  Well,  all 
these  postwar  estimates  are  in  a  certain  sense  picked 


out  of  the  air.  We  try  to  be  a  little  on  the  conservative 
side. 

I  think  there  will  be  somewhat  less  emphasis  on 
the  very  cheapest-priced  houses.  In  the  immediate 
postwar  period,  certainly,  the  houses  that  have  been 
banned  during  the  war  are  the  ones  for  which  there 
will  be  the  greatest  immediate  demand — that  is, 
houses  over  $6,000  (with  land) . 

If  our  national  income  is  going  to  be  measurably 
higher  in  the  postwar  period,  and  if  the  general  level 
of  family  income  is  going  to  be  higher,  it  should  mean 
relatively  more  families  in  the  middle-income  classi¬ 
fications  who  will  wish  houses  ranging,  we  will  say, 
from  $6,000  to  $25,000.  That  doesn’t  mean  fewer 
houses  in  the  lower  price  ranges,  but  proportionately 
more  in  that  middle  range.  I  don’t  expect  a  great 
many  $250,000  houses.  If  they  come  along,  the  indus¬ 
try  will  take  care  of  them,  but  I  don’t  think  they 
have  to  be  accounted  for  in  our  statement  of  the  post¬ 
war  prospects. 

This  war  has  brought  an  awakening  of  the  energy 
of  the  American  people  and  a  revival  of  confidence 
that  we  can  solve  our  problems  ourselves — that  we  do 
not  have  to  throw  them  all  into  the  lap  of  govern¬ 
ment.  I  think  there  is  a  prospect  for  recreating  an 
enterprise  system  based  on  enterprise  and  not  on 
talk,  and  not  on  complaints  about  the  government — 
and  at  the  same  time  not  based  on  Utopian  dreams. 
That  is  one  of  the  reasons  for  feeling  optimistic. 

Another  reason  is  the  resurgence  of  the  will  of  the 
people  in  government,  as  indicated  by  the  things  that 
have  been  developing  in  Congress.  It  seems  to  me  that 
when  Senator  George  tells  the  public,  as  he  did  over 
the  radio,  in  his  very  quiet  and  diplomatic  way,  that 
Congress  is  going  to  write  the  postwar  legislation  and 
that  the  Administration  experts  will  have  the  same 
standing  before  his  Committee  as  the  experts  from 
business  and  other  organizations,  we  are  perhaps  en¬ 
titled  to  look  forward  optimistically  to  a  sane  and 
balanced  program  after  this  war,  instead  of  something 
that  might  lead  us  into  many  difficulties. 


Discussion 


Question:  May  I  ask  Mr.  Holden  to  comment  on 
the  probable  trend  of  rents  in  the  postwar  years? 

Mr.  Holden:  If  all  commodities  are  going  up  to 
some  new  price  level,  I  think  that  rents  will  go  with 
them.  Rents  today  in  the  busy  war  centers,  where 
houses  and  other  space  are  in  demand,  are  being  held 
down  by  ceilings.  Otherwise,  they  would  be  on  the  rise 
right  now.  In  a  large  percentage  of  the  cities  of  the 
country,  selling  prices  are  up.  Real  estate  rents  and 


values  always  follow,  with  a  time  lag,  the  changes  in 
the  general  price  level. 

But  there  is  a  selective  factor  here;  only  desirable 
real  estate  is  favorably  affected  in  that  way.  There  is 
no  standard  piece  of  real  estate.  There  is  a  standard 
pound  of  sugar  and  a  standard  ton  of  steel;  but.  when 
it  gets  to  real  estate,  it  is  only  those  properties  that 
are  in  the  desired  locations  and  of  the  desired  types 
that  are  sought  after  and  are  affected  by  this  demand 
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and  by  the  tendency  to  rise  with  the  rising  general 
price  level.  Of  course,  the  undesirable  properties  will 
stay  at  a  low  level. 

In  our  big  real  estate  boom  of  the  Twenties  there 
were  cities  which  did  not  boom.  What  I  mean  is  that, 
while  that  boom  was  fairly  general  throughout  the 
United  States,  it  was  selective;  it  did  not  take  place 
equally  all  over  the  country. 

Question:  We  have  statistical  evidence  that  there 
is  a  considerable  backlog  of  new  housing — and,  of 
course,  there  is.  But  the  American  people  have  a  great 
habit  of  wanting  something  new,  whether  they  need  it 
or  not.  It  seems  to  me  that  there  is  an  unusually  good 
opportunity  (or  bad  opportunity)  in  that  period  of 
construction  to  create  undue  obsolesence  in  properties 
which  normally  would  not  acquire  it.  I  wonder  just 
how  important  a  problem  that  might  be.  I  know  it 
has  been  touched  upon.  Of  course,  the  tax  problem 
doesn’t  help  it  any. 

Mr.  Holden;  I  think  that  in  all  industry  there 
is  probably  an  optimum  rate  of  technological  improve¬ 
ment.  We  know  that  if  you  should  try  to  instal  new 
processes  and  new  products  to  replace  old  ones  over¬ 
night,  you  would  create  a  great  deal  of  loss,  and  a 
great  deal  of  waste,  in  the  excessive  amount  of  material 
and  fixed  capital  that  have  to  be  scrapped  suddenly. 
You  don’t  want  to  be  static;  but,  if  your  changes  are 
revolutionary  in  character,  they  certainly  disrupt 
values. 

When  real  estate  represents  60%  of  our  national 
wealth,  and  when  it  is  the  underlying  security  for  our 
most  important  thrift  institutions  (our  life  insurance 
companies,  our  savings  banks,  and  our  building  and 
loan  associations) ,  it  would  be  very  disrupting  to  the 
whole  economy  if  we  had  this  maximum  obsolescence 
that  many  people  have  been  talking  about. 

As  far  as  replacement  is  concerned,  consider  New 
York  City;  consider  the  blighted  areas  and  blighted 
properties  of  our  cities.  There  are  residual  values  in 
much  of  that  property.  Many  an  old  building,  if  the 
basic  plan  is  good,  can  be  adapted  to  modern  living. 
If  you  travel  abroad  and  go  to  some  of  those  buildings 
four  or  five  hundred  years  old  that  have  been  turned 
into  hotels  with  beautiful  big  living  rooms  and  nice 
baths  and  other  modern  conveniences,  you  will  re¬ 
alize  that  a  fundamentally  good  building  has  some 
sound  and  lasting  values  in  it.  In  the  blighted  areas 
of  Manhattan  Island,  there  are  undoubtedly  buildings 


with  some  residual  values  that  it  would  be  very  waste¬ 
ful  to  scrap. 

The  Urban  Redevelopment  Corporation’s  law, 
which  was  passed  in  1941,  tries  to  open  up  induce¬ 
ments  to  people  to  assemble  property  in  these  areas, 
in  an  area  declared  to  be  blighted  by  the  City  Plan¬ 
ning  Commission.  And  it  encourages  the  present 
equity  holders  and  the  present  mortgagees,  including 
institutional  mortgagees,  to  turn  in  their  property  in 
exchange  for  securities  of  the  Redevelopment  Cor¬ 
poration. 

The  Redevelopment  Corporation’s  plan  or  program 
may  be  a  program  to  improve  the  area  gradually  over 
a  period  of  years.  That  is,  you  might  perhaps  con¬ 
solidate  occupancy  in  the  better  buildings,  improve 
and  modernize  some  of  the  buildings,  tear  down  the 
worst  ones,  and  make  your  replacement  gradual, 
rather  than  undertake  a  wholesale  and  immediate 
demolition  and  an  immediate  rebuilding  such  as  is 
contemplated  in  the  new  Metropolitan  project,  and 
such  as  has  been  talked  about  by  a  great  many  people 
as  being  the  only  way. 

There  has  been  criticism  of  that  1941  Act  on  the 
ground  that  there  were  too  many  restrictions  on  it, 
too  much  public  supervision.  That  may  or  may  not  be 
true.  To  date,  there  has  seemed  to  be  no  early  pos¬ 
sibility  of  attracting  equity  investment. 

A  later  law  (first  passed  last  year,  and  amended 
this  year)  under  which  the  new  Metropolitan  project 
is  being  built,  was  an  effort  to  get  big  capital  to  do 
the  jobs  in  a  big  way.  There  are  some  very  serious 
criticisms  of  the  plan  of  that  project  as  it  is  now  laid 
out,  and  I  think  it  may  prove  to  be  too  big  a  unit- 
operation. 

I  think  that  somewhere  there  may  be  an  optimum¬ 
sized  operation,  even  though  that  size  is  bigger  than 
a  25-foot  lot.  It  may  be  a  block,  or  it  may  be  four 
blocks.  I  am  inclined  to  believe  that  experience  will 
show  that  the  size  of  the  Metropolitan  project  is 
going  to  carry  with  it  some  problems  that  would  not 
be  met  with  in  a  smaller  operation. 

If  we  are  going  to  get  redevelopment  through  our 
cities,  I  think  we  must  have  the  means  of  attract¬ 
ing  equity  investment  and  pulling  in  the  present 
owners  of  property,  so  that  it  doesn’t  have  to  be  done 
as  an  entirely  new  cash-purchase  operation,  with  specu¬ 
lative  values  or  hold-up  values  for  people  who  have 
key  plots,  and  the  like. 
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HOME  BUILDING  AND  HOME  OWNERSHIP  AFTER  THE  WAR 

By  Wilson  Compton 

Secretary  and  Manager,  National  Lumber  ^Manufacturers  Association 


A  MAN  whose  chores  include  reading  everything 
which  postwar  planners  write,  told  me  recently 
that  he  thought  he  was  wasting  his  time.  “All  that 
these  forward-lookers  do,”  he  said,  “is  to  rewrite  each 
other.”  That,  of  course,  is  not  quite  true,  although  it 
does  have  a  germ  of  truth.  Economists,  who  in  good 
faith  are  looking  for  facts  and  not  for  proof,  do  find 
much  the  same  basic  prospects.  But  a  sharp  cleavage 
splits  postwar  thinking  into  two  distinct  channels. 
On  the  right  is  the  postwar  planning  designed  to  re¬ 
store  our  enterprise  to  its  creative  strength  through 
freedom  of  private  initiative.  To  the  left  is  the  pros¬ 
pecting  for  continuing,  expanding,  and  intensifying 
government  controls  and  government  ownership  in 
our  national  economy. 

I  take  it  that  we  would  not  be  here  today  if  we  did 
not  hold  a  common  hope  that  when  this  war  is  over 
this  country’s  fundamental  economy  may  be  restored 
to  the  pattern  of  private  enterprise  and  initiative 
which  encompasses  the  four  freedoms  for  which,  pre¬ 
sumably,  we  now  fight.  So,  for  the  purposes  of  our 
discussions  here  as  well  as  from  personal  inclination,  I 
choose  to  hope  that  postwar  business  structure  will  at 
least  resemble  the  economic  system  by  which  this 
country  grew  strong  enough  to  win  the  war.  If  it  does 
not,  a  businessman  talking  about  postwar  problems 
is  engaged  in  oratorical  practice  and  not  much  more. 

Private  or  Public  Enterprise 
It  is  not  certain  that  this  hope  will  be  fulfilled.  The 
postwar  period  may  produce  a  peacetime  version  of 
the  patchwork  of  controls  which  business  has  ac¬ 
cepted  as  a  war  necessity.  Such  controls  might  be  de¬ 
vised  as  also  a  “necessity”  for  orderly  reconversion 
of  our  productive  machine  to  the  arts  of  peace.  They 
may  become  inevitable  politically,  even  if  not  econo¬ 
mically,  if  the  war  lasts  long  enough,  if  the  war  con¬ 
trols  become  enough  of  a  fixed  national  habit,  or  if 
wartime  policy  of  finance  and  taxation  results — as 
it  may  result — in  so  far  impairing  private  capital  re¬ 
sources  as  to  make  postwar  capital  expenditures 
largely  dependent  upon  government  financing. 

In  the  popular  mind  great  wars  are  followed  eventu- 
ally  by  great  depressions.  Usually  they  have  been. 
But  most  economists  say,  and  I  think  most  of  them 
believe,  that  this  is  not  necessary.  Wars,  in  fact,  are 
usually  followed  immediately  by  booms,  and  what  is 
done  in  the  boom  is  more  likely  to  determine  what 


will  happen  in  the  depression,  or  possibly  even  whether 
there  will  be  a  depression.  The  Brookings  Institution 
has  made  an  interesting  analysis  of  economic  develop¬ 
ments  following  previous  wars  about  as  follows: 

1.  A  few  months  of  business  hesitancy; 

2.  A  year  or  more  of  active  business; 

3.  A  period  of  trade  and  financial  downward  re¬ 
adjustment;  and 

Finally,  a  considerable  period  of  general  activity. 

This  in  itself  is  not  a  terrifying  pattern. 

Building  “Cycle” 

The  building  industry  has  been  particularly  sensi¬ 
tive  to  the  ups  and  downs  which  the  Brookings  report 
summarizes.  It  has  always  been  “cycle”  conscious. 
By  its  scars  we  know  that  it  flies  high  and  falls  low. 
Everyone  knows  that  a  pentup  demand  for  new  do¬ 
mestic  construction  will  be  ripe  for  another  “cycle” 
as  soon  as  the  war  ends.  Everyone  knows  too,  or  at 
least  strongly  suspects,  that  we  will  have  to  help  re¬ 
habilitate  other  nations.  The  war  may  be  “over”  by 
degrees,  but  before  it  ends  a  large  part  of  the  plant 
and  equipment  for  production,  transportation,  trade, 
public  utilities  and  public  services  in  many  sections 
of  many  countries  will  have  been  destroyed.  We  hope 
it  will  not  happen  here.  No  one  can  be  sure.  We  assume 
it  will  not.  Probably  it  will  be  our  facilities  for  pro¬ 
duction  which  largely  will  be  expected  to  “replace” 
and  “restore.”  Whether  this  reserve  of  demand,  both 
domestic  and  foreign,  will  mean  another  exaggerated 
cycle  of  building  inflation  and  deflation  depends  in 
part  on  what  the  government  does  and  in  part  on 
what  we  do. 

In  March,  Secretary'  of  the  Treasury  Morgenthau 
reported  that  even  then  there  were  fifty  million  war 
bond  buyers,  and  twenty-five  million  in  payroll  .sav¬ 
ings.  This  is  potential  purchasing  power,  and,  after 
the  war,  will  be  immediately  available.  Government 
may  be  expeeted,  under  pressure,  to  make  it  and  keep 
it  liquid.  Keeping  war  bonds  in  sideboard  or  sock  or 
safety  deposit  box  will  not  then  be  “patriotic.” 

It  may  take  as  long  to  restock  the  stores  as  it  took 
to  restore  the  stocks  two  years  ago.  Perhaps  six 
months  or  longer — a  year  maybe.  But  how  about  a 
house!  Can  a  home  be  built  forthwith?  The  home- 
building  industry  isn’t  .so  mechanized.  It  does  not  have 
to  re-tool  so  much.  There  will  be  building  tradesmen 
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eager  for  jobs.  A  dwelling  requires  much  the  same 
kind  of  materials  as  a  barracks  or  a  warehouse.  The 
spending  rush  might  convert  a  postwar  replacement 
into  a  speculative  prelude  to  another  inflation.  Con¬ 
struction  business  under  such  conditions  can  be 
“good” — so  good  that  its  pay  might  turn  out  to  be 
fool’s  gold.  Uncontrolled  inflation  can  impede  a  war; 
also  it  can  wreck  a  peace. 

Much  of  our  thinking  is  notoriously  lopsided  by 
memory  of  the  great  depression.  In  its  depths  we  were 
told  that  the  country  was  overbuilt,  that  productive 
plant  had  outgrown  capacity  for  consumption.  But 
no  country  with  a  shortage  of  eight  or  ten  or  twelve 
million  decent  dwellings  is  really  overbuilt.  Deflation, 
of  course,  is  the  cure  that  kills.  During  the  Great  De¬ 
pression  “planners”  learned  to  say  and  eventually,  I 
think,  came  to  believe  that  prosperity  was  spending. 
War  also  is  spending.  War  thus  becomes  the  perfect 
WPA.  They  say  that  the  war  has  taught  us  how 
permanently  to  make  the  economic  system  click.  So 
also  said  the  Nazis. 

Spending  or  Saving 

The  other  point  of  view  is  that  of  practiced  busi¬ 
nessmen,  who  saw  our  economy  through  the  last  war 
and  at  least,  with  important  public  cooperation,  kept 
it  alive  during  the  decade  after  1929.  Production 
creates  its  own  buying  power.  Inflationary  spending 
wastes  it  away.  To  keep  housing  costs,  prices  and  rentals 
in  reasonable  harness  in  the  face  of  postwar  demand 
may  require  help  of  government,  especially  in  restraint 
of  speculation.  Probably  it  is  true,  as  Lewis  H.  Brown, 
president  of  Johns-Manville  Corporation,  recently 
said,  that  the  Federal  Housing  Act  has  been  the  most 
successful  building  innovation  of  the  last  ten  years. 
There  is  room  for  a  further  evolution  of  the  Federal 
Housing  Administration. 

Now  the  FHA  is  essentially  an  agency  which  in¬ 
sures  mortgages.  Accordingly,  a  house  carrying  an 
insured  mortgage  is  not  a  home  for  some  family  so 
much  as  it  is  an  “investment  property”  for  some 
lender.  Perhaps  housing  can  now  be  further  removed 
from  the  speculative  investment  field;  and  perhaps 
it  should  be.  Homes,  for  example,  which  people  would 
buy  under  an  ingenious  plan  developed  by  Mr.  Ivan 
Tarnowsky  would  not  be  a  collateral  for  inflationary 
credits,  but  would  be  an  assurance  of  uninterrupted 
use  of  a  modern,  convenient,  well-built  home.  Maybe 
that  is  the  difference  between  making  the  world  safe 
for  a  home  owner  and  making  it  safe  for  a  mortgage 
investor.  Mr.  Tarnowsky  is,  I  think,  by  his  self-con¬ 
fession  a  reformed  bureaucrat,  now  in  private  practice 
as  an  economist.  He  calls  his  proposal  the  Equity  Plan 
and  that  seems  to  be  a  fair  designation. 


The  recent  nation-wide  survey  by  the  United  States 
Chamber  of  Commerce  indicates  that  over  1,000,000 
families  plan  to  build  or  buy  new  homes  within  six 
months  after  the  war.  Intended  prices  range  from 
33%  who  expect  to  pay  $3,000  or  less,  to  7%  who  say 
they  will  pay  $10,000  or  more  for  dwellings.  Half  of  the 
million-odd  expectant  purchasers  plan  to  pay  less  than 
$5,000.  Home  and  farm  building  repairs  and  improve¬ 
ments  planned  for  the  same  half-year  total  an  addi¬ 
tional  $6  billion;  and  these  potential  owners  have  the 
money  or  expect  to  have  the  money  with  which  to  do 
it. 

Postwar  Housing 

We  have  become  so  accustomed  to  the  use  of  ciphers 
in  our  national  budget  with  careless  generosity  that 
it  is  difficult  to  realize  what  $11  billion  for  housing  may 
mean  in  our  national  economy.  A  year  ago  the  Depart¬ 
ment  of  Commerce  estimated  the  dollar  volume  of 
transactions  in  each  major  division  of  American  busi¬ 
ness  in  the  first  postwar  year  necessary  to  maintain 
the  national  production  at  a  level  of  $132  billion,  a 
figure  which  it  estimated  would  be  the  amount  of 
“gross  national  expenditure”  in  1943.  For  construc¬ 
tion  the  goal,  it  said,  must  be  $10.2  billion;  for  residen¬ 
tial  construction  alone,  $5.2  billion.  The  Chamber  of 
Commerce  survey  shows  that  there  are  already  plans 
for  that  much  expenditure  for  new  residential  con¬ 
struction  for  the  first  six  months.  Home  and  farm 
repairs  and  improvements  during  the  same  six  months 
are  expected  to  reach  $6  billion. 

Perhaps  the  exigencies  and  uncertainties  of  war-end 
will  sweat  down  these  impressive  intentions.  Even  so, 
housing  demand  will  remain  enormous.  Many  esti¬ 
mates  have  been  made  public.  The  National  Resources 
Board  estimates  that  the  number  of  new  houses  which 
the  country  will  require  will  run  from  900,000  to  1,200,- 
000  a  year  for  the  decade  after  the  war.  Estimates  of 
the  Department  of  Commerce  and  the  Committee  for 
Economic  Development  are  not  much  different.  Na¬ 
tional  Lumber  Manufacturers  Association  statisticians 
have  estimated,  under  reasonably  favorable  attain¬ 
able  conditions,  “a  million  homes  a  year  for  ten  years,” 
mostly  at  costs  less  than  $5,000. 

The  United  States  now  has  about  37,000,000  dwel¬ 
lings.  Of  these  a  fifth,  “or  something  over  7,000,000,” 
says  the  National  Resources  Board,  “are  ripe  for  re¬ 
placement.”  That  estimate  may,  I  think,  be  on  the 
high  side.  But  there  may  be  little  doubt  that  the 
Board  is  correct  in  its  estimate  that  “nearly  half  of 
our  existing  housing  is  badly  in  need  of  repair  or  lack¬ 
ing  in  equipment  .  .  .  essential  to  health  and  conven¬ 
ience,”  or  that  at  least  10,000,000  urban  dwellings  need 
“major  rehabilitation.”  This,  of  course,  is  secondary 
construction.  But  it  is  part  of  the  building  prospect. 
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Such  a  program  is  well  beyond  new  housing  produc¬ 
tion  of  any  previous  decade  in  the  nation’s  history. 
The  Twenties  averaged  712,000  new  dwellings  a  year; 
the  Thirties,  300,000.  In  1933  the  figure  was  down  to 
54,000.  In  Chicago,  in  1932,  building  permits  dropped 
to  the  lowest  level  since  the  Civil  War. 

Half  of  the  country’s  householders  usually  have 
preferred  to  rent  rather  than  to  own.  But  the  de¬ 
pressed  Thirties  and  the  curtailed  war  years  have 
largely  added  to  the  classification  of  householders  who 
are  heartily  sick  of  makeshift  quarters  and  through 
war  savings  are  accumulating  money  for  home  pur¬ 
chase.  It  has  been  said  that  the  first  desire  for  after 
the  war  will  be  for  a  good  sirloin  steak.  The  second 
may  be  a  good  house  to  cook  and  eat  it  in. 

Low-cost  Small  Home 

On  what  price  ranges  will  the  housing  demand  be 
focused?  What  will  the  postwar  house  look  like?  Will 
it  plunge  existing  dwellings  into  obsolescence?  Will 
prefabrication  substantially  occupy  the  residence  con¬ 
struction  field?  Will  new  materials  displace  old  ones, 
or  merely  improve  them?  Will  the  technological  ad¬ 
vances  in  wood-working,  encouraged  by  war  uses, 
dominate  the  home-building  industry?  Such  are  the 
questions  which  are  asked  lumber  industry  statisti¬ 
cians  and  engineers  every  day. 

The  widest  open  new  home  market  is  the  40%  of 
American  families  with  the  so-called  “lower  incomes.” 
Heretofore  they  have  not  generally  been  able  to  own 
their  homes.  Nearly  always  they  have  had  inferior 
housing.  But  financially  and  comparatively  they  are 
faring  better  now  than  any  other  group.  In  1940, 
42%  of  the  privately  financed  single-family  houses 
built  in  the  United  States  were  financed  on  FHA-in- 
sured  loans.  By  1941,  13,000,000  families  were  living 
in  dwellings  built,  purchased,  or  improved  with  the 
aid  of  such  loans.  Without  FHA  insured  mortgage 
financing  most  of  these  houses  probably  would  not 
have  been  built.  In  1940  more  than  half,  or  56.8%.  of 
the  new  houses  built  for  owner  occupancy  on  FHA 
insured  loans  was  by  families  with  incomes  of  less 
than  $2,500,  28.5%  with  family  incomes  of  less  than 
$2,000.  After  the  war  there  wdll  be  millions  of  such 
families  with  more  money  than  homes. 

FHA  Evolution 

If  the  further  evolution  of  FHA  should  include  the 
essential  substance  of  the  so-called  Equity  Plan, 
largely  removing  the  principal  fears  and  risks  of  home 
ownership,  a  new  chapter  in  home  building  may  be 
written.  Better  than  any  other  propo.sal  that  I  know 
of  this  plan  would  protect  the  owner-occupant  against 
all  ordinary  hazard.s — against  excessive  depreciation 


and  obsolescence;  against  loss  on  forced  sale  through 
foreclosure;  against  excess  structural  repairs;  against 
temporary  delinquency  caused  by  illness,  unemploy¬ 
ment,  or  other  family  disaster;  and  from  vacancy. 

This  is  at  least  a  master  plan  for  the  development 
of  planned  communities  to  be  built  by  private  con¬ 
tractors,  sold  to  private  purchases  on  a  mutual  owner¬ 
ship  basis,  and  financed  by  private  capital,  with  the 
purchasers’  equities  as  well  as  the  lenders’  investments 
insured  through  a  government-sponsored  agency.  This 
conception,  if  made  operative,  would  largely  take 
home  ownership  out  of  the  arena  of  speculation — one 
of  its  most  severe  deterrents.  It  would  convert  housing 
from  “capital  goods,”  which  many  owners  cannot 
afford,  into  a  consumable  commodity. 

This  plan  fundamentally  is  a  simple  extension  of 
ordinary  insurance  principles.  It  would  fortify  private 
building  in  an  important  field;  it  would  further  pro¬ 
tect  the  building  industry  against  its  parasites — 
speculative  jerry-building  and  sweat-room  financing; 
and  it  would  help  to  keep  owner  equities  in  small 
homes  out  of  the  auction  room.  This  plan  is  econo¬ 
mically  practicable.  It  would  be  a  logical  evolution  of 
FHA. 

Building  Limitation  Factors 

Financing  vogues  are,  of  course,  only  one  of  the 
limitations  upon  the  realization  of  the  potential  hous¬ 
ing  market.  Arbitrary  building  codes,  extravagant 
zoning,  restrictive  labor  rules,  and  the  esthetic  lag  of 
public  tastes,  will  retard  the  conversion  of  any  blue¬ 
print  into  practice.  But  that  is  no  reason  for  not  hav¬ 
ing  a  blueprint.  People  are  said  to  be  generally  sen¬ 
sitive  to  the  so-called  “House  of  Tomorrow.”  Many 
of  the  putative  postwar  house  ideas  sketched  in  popu¬ 
lar  print  seem  to  be  mostly  for  propaganda.  They 
seem  for  the  most  part  to  have  been  designed  neither 
by  householders,  architects,  engineers,  builders,  nor 
by  persons  who  know  what  kind  of  houses  people  will 
buy — but  by  functionalists  gone  to  extremes.  They 
remind  one  of  the  “battleship  of  the  future,”  pictured 
by  a  sketch  artist  recently  in  a  national  magazine. 
Naval  designers  saw  it  and  laughed.  The  vessel  was 
so  weighted  with  armaments  and  armor  that  it  would 
not  float.  Or  the  “automobile  of  the  future,”  sketched 
in  another  magazine,  which,  automotive  engineers 
pointed  out,  would  fry  anyone  who  tried  to  ride  in  it. 

Housing  Economics  and  Improvements 

The  postwar  hou.se  will  be  compact;  will  have  fewer 
rooms.  Rooms  will  be  functionally  more  convenient. 
They  will  not  be  revolutionary  in  design.  Pco|)le  who 
have  or  can  find  the  money  will,  by  great  preference, 
build  single-family  dwellings.  Three  out  of  four  houses 
built  in  1940  had  a  garage;  and  one  in  five  had  a  two- 
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car  garage.  But  the  proportion  of  houses  without 
garages  was  increasing,  and  the  proportion  with  multi¬ 
car  garages  was  decreasing  year  by  year.  More  people 
were  buying  homes  before  cars. 

Many  suppliers  of  building  materials  and  equip¬ 
ment  will  prefabricate  or  preassemble  parts  which  the 
builder  can  incorporate  at  substantial  job  savings: 
kitchens  complete  with  standing  equipment;  bath¬ 
rooms  containing  fixtures,  and  plumbing  ready  to 
button  up,  like  mill-made  doors  and  windows;  recrea¬ 
tion  porches  which  can  be  attached  or  detached. 

Factory-produced  panels,  including  movable  interior 
walls  so  that  one  room  may  be  converted  into  two,  or 
several  rooms  into  one,  are  obvious  prospects;  so  are 
floor-section  assemblies  and  prefabricated  wall  units 
for  exteriors.  It  will  be  no  more  difficult  to  fit  them 
into  structures  of  distinctive  dimensions  and  design 
than  it  is  now  to  fit  individual  boards — perhaps  not 
as  difficult;  and  it  may  mean  substantial  savings. 

We  will  see  less  promiscuous  use  of  the  hammer  and 
saw  on  the  job.  Gradually  we  will  use  fewer  nails  and 
more  glue.  We  are  likely  to  see  wood-built  houses  with¬ 
out  shrinkage  or  warping,  water-proof,  resin-bonded, 
with  many  laminated  parts,  and  fire  resistant.  Wood 
airplane  bodies,  like  the  British  Mosquito  fighter- 
bomber,  declared  by  our  allies  to  be  the  most  durable 
plane  used  in  this  war,  are  already  showing  the  way 
to  do  this. 

The  problem  in  the  postwar  years,  however,  is  more 
than  to  provide  homes  which  more  people  can  afford 
to  buy.  It  is  also  to  provide  its  share  of  the  national 
employment  necessary  to  maintain  the  peace  which 


will  have  been  won  by  war.  The  Committee  for  Econo¬ 
mic  Development  tells  us  that,  in  peacetime  goods  and 
services,  when  war  is  over,  in  order  to  provide  a  needed 
25%  expansion  in  employment,  American  industry 
must  produce  35%  more  than  it  produced  in  1940. 

If,  after  the  war,  we  shall  need  new  homes  a  million 
a  year  for  ten  years,  as  I  believe,  the  lumber  industry 
can  do  its  part,  and  it  expects  to.  In  number,  the 
home-building  needs  will  be  greater  than  in  1940,  by 
60%.  The  average  house  will  be  smaller.  Improved 
engineering  will  reduce  by  20%  the  amount  of  lumber 
necessary  to  build  a  house.  The  lumber  itself  will  be 
more  largely  refined,  fabricated,  treated  and  assem¬ 
bled.  It  will  provide  more  labor  in  the  mills  and  fac¬ 
tories.  It  will  require  less  labor  on  the  job.  This  prob¬ 
ably  will  mean  a  volume  of  lumber  and  timber  prod¬ 
ucts  in  home  building  after  the  war  nearly  one-third 
greater  than  in  1940,  and  at  least  a  comparable  in¬ 
crease  in  employment  in  the  woods  and  in  the  mills. 

The  war  has  forced  lumber  into  many  uses,  both 
old  and  new.  It  has  speeded  the  conversion  of  wood 
from  a  simple  carpentry  to  a  modern  engineering  ma¬ 
terial,  and  lumber  from  a  timber-using  to  also  a  timber¬ 
growing  industry.  Also  it  has  accelerated  the  develop¬ 
ment  of  new  metals,  alloys,  compositions  and  plastics 
which,  after  the  war,  will  seek  a  permanent  place  in 
construction  uses.  I  expect  the  competition  between 
materials  to  be  more  severe  than  ever.  Lumber  will 
lose  some  of  the  uses  multiplied  during  the  past  few 
years,  but  not  all.  In  its  various  forms,  both  old  and 
new,  it  will,  I  think,  continue  to  provide  the  backbone 
of  an  expanding  home-building  industry. 


THE  EFFECT  OF  CONSTRUCTION  ON  OUR  NATIONAL  ECONOMY 

By  Charles  M.  Upham 

Engineer-Director,  American  Road  Builders’  Association 


SINCE  ABOUT  1930,  our  association  has  tried  to 
promote  what  we  might  consider  an  adequate 
highway  program;  in  particular,  we  learned  many 
things  that  we  believe  will  be  very  valuable  in  a  post¬ 
war  highway  program.  We  found,  for  example,  that  it 
was  impossible  to  go  further  into  the  studies  of  the 
highway  program  without  going  into  that  of  construc¬ 
tion  generally.  There  is  nothing  radical,  then,  about 
what  I  am  going  to  present,  other  than  the  method  of 
analysis. 

I  will  try  to  show  the  effect  that  the  construction 
industry  has  upon  our  total  national  economy,  and 
then  to  determine  what  part  of  our  economy  must  be 


construction.  We  have  figures  that  seem  to  show 
that  share  to  be  12%  as  a  minimum.  From  that,  of 
course,  it  is  possible  to  determine  what  part  could  be 
the  highway  program.  Today,  however,  I  shall  talk 
only  about  the  construction  program. 

In  order  to  outline  a  postwar  program  for  the  con¬ 
struction  industry,  it  is  first  necessary  to  determine 
its  relation  to  our  national  economy  in  the  past. 

It  might  be  said  that  a  prosperous  period  would 
support  a  large  construction  program,  but  our  analysis 
shows  that  it  is  more  nearly  correct  to  say  that  an 
adequate  construction  program  plays  a  large  part  in 
bringing  about  prosperous  conditions. 
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There  is  no  question  but  that  the  people  of  this 
country  desire  the  representative  form  of  government 
and  all  the  privileges  that  accompany  it.  So,  as  a 
basic  step  toward  a  postwar  plan  for  construction,  it 
is  necessary  to  analyze  and  appraise  the  various 
factors,  activities  and  economic  devices  that  have 
been  created  in  the  building  up  of  this  nation.  These 
activities  are  variable  quantities  in  our  national  equa¬ 
tion.  Some  are  highly  effective  in  themselves;  others, 
of  little  consequence  alone,  are  highly  effective  when 
acting  in  combination. 

In  addition  to  our  usual  and  so-called  natural  activi¬ 
ties,  there  is  a  large  group  of  effective  economic  de¬ 
vices  that  have  been  created  and  followed  throughout 
the  building  up  of  this  country.  Many  of  these  de¬ 
vices  have  become  important  to  our  daily  routine  and 
are  vitally  important  to  the  'practical  operation  of 
general  business,  as  well  as  economically  necessary 
if  a  national  economy  such  as  ours  is  to  be  continued. 

Factors  in  Prosperity  and  Depression 

In  analyzing  our  daily  operations,  we  find  that  a 
few  major  factors  influence  and  guide  our  whole  busi¬ 
ness  economy. 

The  first  {actor  is  employment,  and  an  ideal  situa¬ 
tion  is  one  in  which  all  the  employables  of  the  nation 
are  provided  with  opportunities  to  work  and  to  ob¬ 
tain  the  necessities  and  a  reasonable  share  of  the 
luxuries  of  life  as  a  fair  reward  for  their  efforts. 

The  second  {actor,  directly  dependent  upon  the 
first,  is  a  relatively  high  national  income,  created  by  a 
satisfactory  rate  of  business  and  the  required  per¬ 
centage  of  capital  formation.  This  is  somewhat  of  an 
index  of  prosperity  and,  at  the  same  time,  it  is  the 
source  of  the  taxation  with  which  government  carries 
on  its  activities. 

A  third  {actor  is  savings  and  the  general  balance 
between  savings  and  investment  that  is  necessary  to 
keep  the  flow  of  business  relations  in  economic  balance. 
An  ideal  situation  would  be  to  have  no  idle  money, 
with  every  encouragement  given  so  that  returns  from 
investments  would  compensate  for  the  hazards  in¬ 
volved. 

A  {ourth  {actor  is  government  income  or  withdrawal 
for  taxation.  This  must  be  handled  in  such  a  way  as 
not  to  deplete  the  purchasing  power  of  the  taxpayer 
to  the  extent  that  the  balance  between  consumption 
and  production  is  disturbed. 

A  fi{th  {actor  is  the  national  debt  and  its  regulation. 

These  five  factors — employment,  national  income, 
idle  money,  government  income  (taxation),  and  na¬ 
tional  debt — are  the  principal  ones  that  continuously 


affect  our  daily  economy.  If  the  right  proportions  are 
maintained  between  them  there  is  prosperity.  If  they 
fall  seriously  out  of  proportion  we  have  depression. 

These  major  economic  factors  do  not,  of  course, 
include  all  the  many  variables  that  enter  into  our  na¬ 
tional  life.  But  they  do  outline  our  entire  economy 
and,  in  most  instances,  they  influence  the  numerous 
lesser  variables  that  enter  into  our  vast  economic 
equation.  Even  such  items  as  wages  and  hours,  social 
security,  man  hours  of  work,  limitation  of  salaries, 
length  of  work  week,  foreign  trade  balance,  and  many 
similar  items,  wdth  few  exceptions,  all  operate  within 
the  area  encompassed  by  these  factors. 

An  analysis  of  the  economic  development  of  our 
country  reveals  a  direct  relationship  between  the 
above-mentioned  five  factors  through  periods  of  both 
depression  and  prosperity.  It  shows  clearly  the  effect 
of  construction  during  our  periods  of  good  business, 
as  well  as  the  forces  working  toward  depressions  when 
we  have  a  lack  of  construction. 

The  economic  effect  of  construction  can  be  ap¬ 
praised  by  the  extent  to  which  construction  influences 
employment.  It  is  the  most  popular  device  for  the 
formation  of  capital,  which,  in  turn,  increases  the  na¬ 
tional  wealth.  Construction  not  only  demands  on-site 
labor,  but  also  off-site  labor  for  the  preparation  of  the 
materials  and  equipment,  as  well  as  transportation, 
engineering,  and  many  of  the  other  elements  making 
up  a  total  construction  project.  So,  when  we  speak 
of  construction,  we  refer,  in  an  economic  sense,  to 
labor. 

We  have  had  periods  of  prosperity  and  depression, 
averaging  well  on  the  prosperous  side.  With  one  ex¬ 
ception,  the  periods  of  depression  have  been  rela¬ 
tively  short-lived  and  often  have  been  broken  or  les¬ 
sened  by  the  development  of  our  wealth  of  natural 
resources,  and  by  the  exploitation  of  our  research  and 
inventiveness.  The  discovery  of  gold  in  California,  the 
development  of  industrial  and  farm  machinery,  the 
construction  of  railroads,  the  development  of  the 
motor  car,  radio,  and  the  airplane,  the  opening  up  of 
the  lands  of  the  West;  these,  and  many  other  ele¬ 
ments,  have  contributed  to  the  relief  of  business  de¬ 
pressions,  as  well  as  to  the  birth  of  prosperous  periods. 
In  other  w'ords,  labor  has  been  put  to  work. 

Construction,  probably  more  than  anything  else,  is 
of  such  a  nature  that  it  puts  men  to  work,  not  only 
on  the  site,  but  in  all  the  various  industries  that  con¬ 
tribute  service,  materials  and  equipment  to  a  con¬ 
struction  project. 

Economic  Effects  of  Construction 

Analysis  has  shown  that  prosperous  economic  con¬ 
ditions  with  little  unemployment  can  only  exist  when 
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there  is  high  durable  goods  production.  Construction 
is  the  most  important  durable  goods  producer,  and 
the  past  two  decades  have  proven  that  there  must  be 
a  high  level  of  activity  in  this  industry  if  there  is  to 
be  full  employment. 

This  statement  is  based  on  the  trends  of  some  im¬ 
portant  factors  in  the  national  economy  during  the 
prosperous  Twenties  and  the  depression  and  recovery 
periods  of  the  Thirties.  From  1922  to  1929,  there  was 
a  steadily  rising  national  income  and  increasing  vol¬ 
ume  of  loans  from  banks  with  a  corresponding  small 
amount  of  excess  deposits.  There  was  little  unem¬ 
ployment,  and  the  construction  program  went  to  a 
peak  of  $11  billion  in  1926  and  1927. 

Following  the  trend  of  these  same  factors  through 
the  slow  recovery  of  the  Thirties,  while  considerable 
increase  occurred  in  the  national  income,  there  was 
small  demand  for  bank  loans,  with  a  corresponding 
increase  in  idle  funds  in  banks,  considerable  unem¬ 
ployment,  and  a  construction  program  which  never 
rose  to  more  than  50%  of  the  peak  reached  in  the 
Twenties.  Since  the  national  income  became  rela¬ 
tively  high  without  entirely  relieving  the  unemploy¬ 
ment  situation,  it  would  appear  that  there  was  lack 
of  the  broad  base  normally  furnished  by  construction 
which  existed  in  the  Twenties  and  that  the  increase 
in  business  activity  occurred  principally  in  the  non¬ 
durable  goods  and  service  industries. 

The  nation’s  construction  program  in  prosperous 
times  is  financed  principally  by  private  funds.  This 
category  is  largely  home  building  and  industrial  plant 
construction.  Highways,  roads  and  streets  are  fi¬ 
nanced  by  public  funds.  During  the  Twenties,  both 
programs  expanded  to  a  high  level.  When  the  eco¬ 
nomic  collapse  occurred,  private  building  came  to  a 
standstill.  Public  construction  was  adversely  affected, 
but  to  a  lesser  extent.  The  extreme  low  levels  reached 
by  the  construction  industry  in  the  Thirties  threw 
11,000,000  people  out  of  work. 

Private  construction  activity  moves  in  cycles,  going 
to  extreme  highs  and  extreme  lows.  This  movement  is 
characteristic  of  the  whole  durable  goods  industry,  as 
compared  to  the  lesser  fluctuations  in  nondurable 
goods  and  services. 

To  stabilize  the  national  economy,  it  is  necessary 
to  stabilize  the  construction  industry.  When  private 
construction  activity  declines,  public  construction 
should  increase  to  equalize  it.  Private  construction 
reached  a  peak  of  nearly  $9  billion  in  1926,  and 
dropped  to  $1  billion  in  1933.  No  economic  structure 
could  withstand  such  a  collapse. 

Public  and  Private  Construction 

Until  1931,  state  and  local  construction  programs 


were  considerably  greater  than  the  federal.  The  former 
declined  drastically  after  1931,  and  the  public  works 
and  relief  funds  furnished  by  the  Federal  Government 
during  the  period  from  1933  to  1938  did  little  to  offset 
this  decline.  The  increased  expenditures  for  public 
works  by  the  Federal  Government  did  not  counter¬ 
balance  the  decline  in  private  construction. 

While  the  industrial  collapse  did  not  occur  until  late 
in  1929,  the  construction  program  showed  a  down¬ 
trend  in  1928.  At  this  time,  a  program  of  useful  public 
works  of  sufficient  magnitude  to  offset  the  decline  in 
private  construction  should  have  been  put  into  effect. 
This  would  have  eliminated  the  unemployment  which 
followed.  A  program  of  construction  should  be  ready 
after  the  war  to  provide  for  the  demobilization  of  the 
war  labor  force. 

Such  a  program  should  cover  the  whole  construc¬ 
tion  field.  Home  building  is  essentially  the  function  of 
private  enterprise  and  should  remain  so.  Highway  con¬ 
struction  is  publicly  financed  and  should  augment 
private  construction.  These  two  programs  should  dove¬ 
tail.  As  long  as  one  is  private  enterprise  and  the  other 
is  public,  they  do  not  compete  with  each  other  and 
should  be  arranged  to  keep  the  total  program  at  a 
uniformly  high  level. 

The  average  highway  construction  program  in  nor¬ 
mal  years  is  about  $1,500,000,000.  After  the  war,  re¬ 
gardless  of  the  employment  situation,  there  will  be  an 
urgent  demand  for  a  larger  program  than  this  to  pro¬ 
vide  for  the  lapse  in  new  highway  construction  dur¬ 
ing  the  war.  But,  from  the  purely  economic  angle, 
the  program  must  be  enough  greater  to  counterbalance 
any  fluctuation  in  the  private  program. 

Private  construction  declined  87%  from  1927  to 
1933.  Highway  construction  declined  50%  from  1930 
to  1933,  and  other  public  construction  declined  60%. 
The  total  public  construction  program  amounted  to 
nearly  $3  billion  in  1930.  If  this  had  been  doubled  in¬ 
stead  of  halved  in  1933,  a  large  portion  of  the  unem¬ 
ployment  would  not  have  occurred.  During  the  next 
five  years,  nearly  $8  billion  was  spent  by  the  Federal 
Government  alone  in  relief  funds.  These  did  not  bring 
about  the  desired  results.  Had  the  same  funds  been 
spent  on  planned  construction,  the  effect  on  unem¬ 
ployment  would  have  been  more  satisfactory  and  the 
facilities  produced  would  have  been  a  permanent  in¬ 
vestment.  Relief  work  has  very  little  secondary  effect, 
this  being  reflected  principally  in  the  production  of 
consumer  goods. 

Construction  and  Prosperity 

Analysis  of  the  contribution  that  construction  makes 
to  our  national  economy  must  be  made,  for  it  has  been 
found  that  construction  investments  must  form  a 
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certain  minimum  part  of  our  national  income.  This 
part  is  relatively  small,  but  it  is  an  important  segment 
of  our  economy. 

In  recent  periods  of  our  greatest  prosperity,  it  has 
been  found  that  construction  investment  has  varied 
from  12%  to  15%  of  our  national  income,  this  varia¬ 
tion  undoubtedly  being  influenced  by  the  type  of  con¬ 
struction.  This  means  that  in  order  to  have  prosper¬ 
ous  times,  at  least  12%  of  our  national  income  must 
be  invested  in  construction,  and  this  may  be  assumed 
to  be  the  minimum  size  of  the  construction  program 
of  the  country  to  produce  a  prosperous  period,  pro¬ 
vided  all  other  factors  entering  into  our  national 
economy  are  in  normal  relation  and  have  the  same 
influence  as  in  the  past. 

The  size  of  the  national  income  necessary  to  bring 
about  prosperity  is  that  which  generates  full  employ¬ 
ment.  There  seems  to  be  general  agreement  that  a 
national  income  of  from  $110  billion  to  $120  billion 
would  produce  employment  for  the  employables  in  a 
population  of  132,000,000,  provided  the  dollar  rate 
would  remain  as  it  is  today  and  provided,  further,  that 
no  radical  changes  are  made  in  our  national  policies, 
and  our  national  economy  is  directed  pretty  much  by 
the  same  formula  as  it  has  in  the  past.  This  amount 
of  national  income  would  assure  full  employment  and 
prosperity,  provided  certain  economic  requirements 
are  adhered  to. 

One  of  these  requirements  is  that  at  least  12%  of 
the  national  income  be  invested  in  construction  and 
expended  through  the  most  economic  methods  yet  de¬ 
termined.  In  round  flgures,  this  would  require  a  total 
construction  program  of  approximately  $14  billion, 
including  private  and  federal  investments.  This  in¬ 
vestment,  together  with  the  multiplying  effect  that 
construction  has  on  our  national  income  and  its  rein¬ 
vestments  in  the  consumer  industry  and  the  remainder 
of  the  durable  and  consumer-durable  goods  industry, 
would  assure  practically  full  employment,  which  would 
carry  with  it  the  guarantee  of  prosperity. 

The  multiplying  effect  of  construction  is  substan¬ 
tiated  by  an  actual  record  of  construction  in  the  high¬ 
way  industry.  An  investment  of  $100  million  in  high¬ 
way  contracts  produced  an  immediate  total  business 
of  $315  million.  Such  expenditures  include  not  only 
the  amount  of  the  original  contract,  but  involve  hand¬ 
ling  and  processing  of  materials,  equipment,  labor  and 
services  that  are  necessary  in  completing  the  work. 
It  gives  to  construction  some  of  the  functions  of 
an  economic  catalyst.  It  contributes  to  the  national  in¬ 
come  the  amount  of  the  construction  industry  and 
the  induced  business  that  results  from  an  investment 
in  the  construction  industry. 

From  1925  to  1929,  during  the  prosperous  years  of 


the  Twenties,  the  total  construction  program  averaged 
about  $9  billion  a  year  and  went  as  high  as  $11  billion 
in  1926  and  1927.  While  the  reduction  in  the  construc¬ 
tion  program  began  in  1927,  there  was  a  sharp  drop  in 
1929,  which  was  the  noticeable  beginning  of  the  de¬ 
pression  period. 

It  is  significant  to  note  that  the  high  construction 
period  of  the  Twenties  carried  with  it  relatively  full 
employment  and  was  the  basis  of  the  prosperity  of 
that  time.  During  the  depression,  the  construction 
program  was  far  below  the  minimum  requirements. 
Even  during  the  late  Thirties,  construction  did  not 
reach  the  required  minimum  and  never  did  we  have 
a  solid  prosperity.  It  was  not  until  1940  that  construc¬ 
tion  reached  the  12%  minimum  of  the  national  in¬ 
come.  Then  unemployment  disappeared  and  we  com¬ 
menced  a  prosperous  business  cycle.  Since  then,  con¬ 
struction  has  been  well  above  the  minimum  require¬ 
ments,  and  the  individual  has  been  prosperous  even 
though  our  production  has  not  been  used  as  a  factor 
in  maintaining  or  raising  the  standard  of  living. 

The  Problem  of  Financing 

Therefore,  if  it  is  necessary  that  12%  of  our  na¬ 
tional  income  shall  be  formed  into  capital  through  con¬ 
struction,  the  next  problem  which  must  be  dealt  with 
is  that  of  finance,  or  the  sources  of  funds  to  invest  in 
this  necessary  construction  program. 

These  finances  must  necessarily  come  from  one  or  a 
combination  of  three  areas: 

1.  Private  investment  area 

2.  Corporate  and  industrial  investment  area 

3.  Public  investment  area 

The  first  and  second  are  definitely  private,  and  the 
third  public.  If  private  and  industrial  investment  are 
sufficient  to  meet  the  construction  requirements, 
then,  economically  speaking,  there  need  be  no  public 
investment  to  meet  the  prosperity  requirements.  There 
is  always  a  demand,  however,  for  a  certain  amount  of 
public  construction.  If  private  and  industrial  invest¬ 
ments  are  not  sufficient  to  meet  economic  require¬ 
ments,  other  investments  must  come  from  public 
sources.  This  amount  will  undoubtedly  vary  inversely 
according  to  the  amount  of  private  investment.  When 
the  amount  of  private  and  industrial  investment  docs 
not  meet  the  minimum  construction  requirement,  the 
difference  must  be  supplied  by  public  funds. 

A  distribution  of  the  minimum  construction  pro¬ 
gram  of  $14  billion  may  be  outlined  in  general  from 
experience  of  the  past  years.  Private  investments,  in¬ 
cluding  residences,  factories,  public  utilities  and  other 
private  factors,  will  account  for  between  $9  billion  and 
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$10  billion  of  the  construction  investment  program. 
Highways,  airports  and  other  public  investments  will 
range  between  $4  billion  and  $5  billion.  A  further 
analysis  and  closer  estimate  could  be  presented,  but 
these  overall  figures  will  suffice. 

One  other  necessary  point.  Inasmuch  as  the  con¬ 
tract  system  has  been  found  to  be  the  most  efficient 
and  economic  way  of  carrying  on  work,  it  follows  that 
the  construction  program  should  be  carried  on  in  this 
manner,  in  order  to  obtain  the  greatest  amount  of  pro¬ 
duction  for  the  money  invested. 

The  most  efficient  method  of  carrying  on  construc¬ 
tion  by  the  contract  system  includes  the  utilization  of 
up-to-the-minute  equipment.  The  contract  system 
spreads  the  labor  forces  and  not  only  utilizes  labor  on 
the  site  of  the  work,  but  distributes  it  throughout  the 
many  allied  industries  that  are  associated  with  con¬ 
struction.  At  the  same  time,  this  efficiency  of  method 
produces  a  maximum  amount  of  production  for  the 
money  invested.  The  amount  of  the  public  investment 


Question:  Mr.  Upham  stated  that  there  is  a  lot  of 
postwar  planning  going  on  in  Washington  now,  so 
that  we  won’t  have  the  boondoggling  that  we  had 
during  the  days  of  the  New  Deal  and  the  depression. 
That  is  all  very  well  and  very  constructive,  and  it  is 
a  fine  thing  to  do. 

In  Mr.  Upham’s  speech,  however,  he  made  refer¬ 
ence  to  the  fact  that  the  subject  of  financing  these 
projects  is  something  that  has  to  be  solved.  I  think 
that  we  need  in  this  country  a  few  more  Beardsley 
Rumls  to  come  forward  with  some  simple  plans  that 
are  workable,  as  a  further  proof  that  all  the  brains  are 
not  in  the  Federal  Government. 

Very  often,  the  germ  of  an  idea  starts  in  a  small 
business  and  is  the  basis  for  a  big  business.  That  same 
thing  may  be  true  in  the  financing  of  federal,  state 
and  city  projects. 

For  instance,  right  here  in  New  York  City  we  have 
the  New  York  Port  Authority.  It  plans  a  project  such 
as  a  tunnel,  which  is  to  be  a  self-liquidating  project. 
It  fioats  bonds  for  that  project,  and  sells  them  through 
bankers  and  brokers;  and  it  gives  those  bankers  who 
have  been  relegated  to  the  skunk  family  for  the  last 
ten  years  a  chance  to  come  out  in  the  open  and  make  a 
few  dollars,  and  they  give  capitalism  a  chance  to  work. 

Why  couldn’t  a  plan  similar  to  the  New  York  Port 
Authority’s  plan  be  worked  out  on  some  of  these 
nation-wide  programs,  such  as  the  international  high¬ 
ways  and  transcontinental  highways?  We  have  the 
Pennsylvania  Turnpike,  which  is  self-liquidating,  and 
also  the  Merritt  Highway.  If  some  of  those  projects 


that  is  needed  in  construction  should  be  reached  after 
an  approximation  of  the  extent  of  private  investment. 
The  latter  will  be  available  after  a  complete  study  has 
been  made  of  requirements  for  residences,  factories, 
utilities,  buildings,  hospitals,  and  the  usual  private 
investments.  The  public  investments  will  undoubtedly 
include  a  large  amount  of  highways,  airports,  river  and 
harbor  developments,  irrigation,  reclamation,  and  the 
usual  federal  investments. 

To  repeat,  an  analysis  of  the  prosperous  periods  of 
the  past  shows  that  construction  has  a  very  important 
part  to  play  in  our  national  economy,  and  that  about 
12%  of  the  national  income  is  the  minimum  amount  of 
construction  required  to  bring  about  prosperity.  This 
amount  of  construction  must  also  be  carried  on  in  the 
most  efficiently  conducted  contract  system. 

In  prosperous  times,  we  have  been  meeting  the  con¬ 
struction  requirements.  We  have  not  always  realized 
it,  but  this  is  the  construction  formula  that  has  been 
followed  in  making  this  country  the  greatest  on  earth. 


could  be  financed  by  private  capital  and  underwritten 
and  guaranteed  by  the  government,  something  might 
be  done  to  bring  this  capital  and  these  savings  out 
of  hiding  and  put  them  to  work. 

I  don’t  know  whether  there  is  any  real  basis  to  an 
idea  of  that  kind,  but  it  seems  to  me  that  it  has 
worked  here  in  New  York.  Next  to  the  Federal  Gov¬ 
ernment,  New  York  City  has  had  more  construction 
problems  to  solve — and  has  solved  them — than  any 
other  section  of  the  country. 

Mr.  UPHAM.  In  dealing  with  this  question,  we  have, 
of  course,  really  divided  it  into  two  parts.  One 
is  private  investments;  the  other  is  public  investments. 
As  to  private  investments,  we  have  included  in  the 
little  book  of  notes  that  we  have  compiled  the  thoughts 
of  the  people  who  have  made  a  special  study  of 
private  investments.  I  believe  they  estimate  that 
there  will  be  an  annual  program  for  several  years  of 
$10  billion  in  housing,  in  the  reconversion  of  plants, 
and  in  things  of  that  nature. 

The  other  part  is  public  investment.  Of  course, 
there  is  only  one  place  for  the  money  to  come  from, 
and  that  is  through  taxation — through  the  states, 
counties,  cities  and  so  on.  There  is  also  one  other 
source,  and  that  is  for  the  user  to  pay  for  the  com¬ 
modity. 

You  mentioned  the  Pennsylvania  Turnpike,  repre¬ 
senting  a  method  of  financing  which  we  have  always 
advocated.  But,  of  course,  you  know  that  that  has 
has  been  taboo  with  the  Public  Roads  Administration 
and  most  of  the  State  Highway  Departments.  They 


PREPARING  FOR  POSTWAR  RECONSTRUCTION  67 


don’t  want  toll  roads  any  more.  I  don’t  think  it  makes 
any  difference  whether  you  collect  a  toll  on  a  road  for 
some  super-service,  or  whether  you  collect  it  through 
your  gasoline  tax  or  something  of  that  nature.  The 
result  is  the  same. 

In  our  program,  we  have  included  quite  a  sizable 
segment  for  roads  similar  to  the  Pennsylvania  Turn¬ 
pike,  or  inter-regional  travel  and  transportation. 

I  might  add  that  while  there  were  many  estimates 
that  the  Turnpike  would  never  pay  for  itself,  in  the 
first  year  it  paid  for  its  maintenance  and  interest,  and 
cleared  $1,000,000.  Even  today,  or  within  the  last 
couple  of  months,  with  the  reduced  traffic,  it  is  paying 
for  its  maintenance  and  interest  charges  on  its  bonds. 
At  one  time,  I  believe,  the  bonds  were  110.  That  seems 
to  open  up  another  method  of  financing  these  public 
improvements. 


A  lot  of  people  said  that  no  one  would  ever  use  the 
Turnpike.  Early  estimates  were  715  or  750  vehicles  a 
day.  They  said,  “There  are  two  other  roads  between 
these  termini,  so  it  is  not  really  essential.’’  When  the 
road  was  opened,  however,  instead  of  there  being  715 
vehicles,  there  were  between  5,000  and  6,000  vehicles 
a  day. 

The  people  could  still  use  the  old  roads  if  they 
wished  to  do  so,  but  they  were  willing  to  pay  for  the 
super-service  they  got  on  the  Pennsylvania  Turnpike. 
As  far  the  truckers  were  concerned,  it  was  said  that 
they  eould  use  that  highway  and  pay  the  toll,  and  still 
save  considerable  money. 

I  think  that  that  method  of  financing  will  be  used 
in  the  future,  and  I  think  it  is  a  good  way  to  finance 
many  of  these  improvements. 


4.  Readjustments  in  Utilities  Industries 

Chairman:  James  F.  Fogarty 

Chairman,  Executive  and  Finance  Committee,  The  North  American  Company 


THE  GAS  INDUSTRY  CONSIDERS  POSTWAR  PROBLEMS 

By  F.  M,  Banks 

Vice  President,  Southern  California  Gas  Company 


POSTWAR  PLANNING  is  not  a  negative  but  a 
plus  activity.  It  is  time-consuming,  and  requires 
many  hours  of  objective  and  apparently  non-produc¬ 
tive  analysis  and  a  lot  of  what  we  pass  off  as  thinking. 
When  the  American  Gas  Association  embarked  on  its 
postwar  planning  activity  several  months  ago,  a  com¬ 
mittee  was  appointed  to  study  the  problem  of  how  and 
where  to  begin.  It  was  not  difficult  to  state  the  gen¬ 
eral  objectives  which  we  thought  were  worth  while, 
and  I  will  enumerate  them: 

1.  What  problems  will  face  the  industry  after  the 
war? 

2.  What  kind  of  world  will  we  have  to  live  in? 

3.  Will  government  continue  its  controls  to  the 
same  degree,  and  if  not,  to  what  degree? 

4.  What  are  our  assets  to  meet  whatever  may 
come? 

5.  How  rapid  will  be  the  conversion  to  peacetime 
living? 

6.  What  factors  may  exist  that  did  not  previously 
exist? 

7.  How  will  such  factors  affect  our  business? 

8.  At  what  level — that  is,  at  what  national  level, 
industrial  level  or  individual  company  level — should 
any  study  be  made? 

It  soon  became  apparent  to  us  that  our  first  need 
was  for  a  specific  plan  of  postwar  activity  for  the 
Association  as  such  to  undertake.  Under  the  leader¬ 
ship  of  Mr.  Alec  Beebe  of  Rochester  such  a  plan  was 
formulated  to  deal  with  four  fairly  general  subjects. 

It  was  realized,  of  course,  that  it  would  be  impos¬ 
sible  for  the  Association’s  committee  to  do  all  the 
postwar  planning  for  all  the  companies.  And  it  was 
also  realized  that  it  would  be  impossible  for  each  com¬ 
pany  to  attempt  to  compile  and  evaluate  all  the  in¬ 
fluences  and  factors  that  would  be  involved. 

It  was  therefore  decided  that,  in  general,  the  com¬ 
mittee  should  make  its  studies  on  the  national  or  over¬ 
all  industrial  level  but  that  solutions  should  be  worked 
out  at  the  company  level.  Thus  we  are  attempting  to 
provide  basic  information  so  that  all,  or  part,  may 
be  used  by  each  individual  company  in  determining 


its  own  actions.  These  four  basic  subjects,  each  as¬ 
signed  to  subcommittees,  I  shall  enumerate  briefly: 

Postwar  Purchasing  Powt:r 

First,  a  postwar  purchasing  power  and  potential 
markets  study,  under  the  chairmanship  of  Mr.  C. 
V.  Sorenson  of  the  Northern  Indiana  Public  Service 
Company.  Here,  an  attempt  is  being  made  to  evalu¬ 
ate  the  changes  which  have  taken  place  or  which  may 
take  place  as  a  result  of  the  war  in  purchasing  power 
and  spendable  income,  in  population,  in  consumer 
preferences,  in  types  of  housing,  and  so  on.  These 
factors  are  being  studied  by  the  subcommittee  broadly, 
excluding  the  narrowing  effects  which  competition  may 
impose. 

Ways  and  Means  of  Reaching  Markets 

The  second  broad  subject  of  investigation  con¬ 
cerns  the  factors  affecting  the  realization  of  these  po¬ 
tential  markets.  The  subcommittee  is  headed  by  Mr. 
Rutherford  of  Worcester,  Mass.,  and  its  purpose  is  to 
study  the  competitive  factors,  as  well  as  factors  within 
our  industry,  that  may  affect  our  achieving  the  po¬ 
tential  markets  forecast  by  the  first  subcommittee. 

Such  factors  may  be  either  adverse  or  beneficial 
to  our  realization  of  those  markets.  They  may  be 
postwar  activities  or  even  activities  of  previous  com¬ 
petitors.  They  may  be  abilities  or  inabilities  of  former 
allies  of  ours  to  survive  the  war  period.  They  may  even 
include  trends  of  old  and  possibly  new  agencies  in 
their  effect  on  our  business.  This  study  may  be  called 
the  intelligence  division,  charged  with  determining 
the  strength,  the  weakness  and  the  activity  of  the 
enemy,  if  we  may  apply  that  term  to  the  adverse 
factors. 

Engineering  and  Economic  Problems 

The  third  general  subject  deals  with  the  engineer¬ 
ing  and  economic  aspects  of  our  own  ability  to  satisfy 
the  potential  markets.  In  other  words,  what  must  we 
do  physically  and  financially  to  acquire  the  potential 
which  we  think  we  shall  require.  The  studies  of  this 
committee  are  being  pursued  under  Mr.  Hall  M.  Henry 
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of  the  New  England  Gas  and  Electric  Service  Cor¬ 
poration,  of  Cambridge,  INIass. 

This  phase  of  our  program  is  given  over  to  the 
study  of  the  economic  and  engineering  factors  which 
we  have  definitely  in  our  favor  to  enable  us  to  meet 
the  competition  and  to  point  out  things  that  we  must 
do  if  we  are  to  realize  our  potentials.  It  is  possible  that 
factors  developed  in  studies  under  the  previous  sub¬ 
jects  may  show  that  house-heating  loads,  for  example, 
may  be  available  in  quantities  heretofore  unthought 
of  in  the  gas  industry. 

This  subcommittee,  then,  would  be  concerned  with 
research  projects  in  gas  manufacturing,  gas  transmis¬ 
sion  and  gas  distribution,  working  with  the  existing 
American  Gas  Association  committees  in  order  to 
have  data  available  so  that  the  industry  may  have  a 
fundamental  knowledge  of  its  possibilities,  if  and 
when  the  conditions  it  must  meet  develop. 

National  Planning  and  Trends 

The  fourth  subject  is  the  effect  of  national  planning 
and  trends,  with  Mr.  Walter  C.  Beckjord  of  the  Co¬ 
lumbia  Gas  and  Electric  Company  of  New  York  as 
chairman.  This  study  will  include  general  economic 
developments,  such  as  social  trends,  government 
planning  in  the  utilities  field  and  the  extent  to  which 
it  may  be  contracted,  the  effect  on  our  markets,  and 
our  ability  to  realize  such  markets.  This  activity  might 
be  termed,  I  suppose,  general  reconnaissance  of  be¬ 
hind-the-scenes  factors  which  might  affect  the  out¬ 
come. 

From  the  foregoing  brief  outline  I  think  you  can 
appreciate  that  our  program  is  necessarily  a  rather 
farreaching  one  and  as  the  subcommittees  progress  in 
their  studies,  sound  foundations  should  be  developed, 
we  hope,  upon  which  postwar  planning  can  be  safely 
and  wisely  built. 

As  these  studies  are  finished  it  will  then  be  possible 
to  consider  such  things  as  types  of  sales  activity  to 
be  undertaken  by  various  of  the  utility  members  of 
the  Association,  policies  toward  them,  dealer  and 
utility  relations,  equipment  which  we  need,  and  loads 
and  the  economics  thereof.  These  are  some  of  the 
things  that  the  industry  should  consider  to  enable  it 
to  progress  in  the  postwar  world  as  we  envision  it. 

One  of  the  activities  that  was  undertaken  im¬ 
mediately  by  the  Postwar  Planning  Committee  of  the 
gas  industry  was  to  pass  certain  resolutions  having  to 
do  with  those  matters  which  were  immediately  before 
us.  I  will  not  take  your  time  by  going  into  them 
now  except  to  mention  that  they  dealt,  first,  with  sup¬ 
port  of  national  advertising,  and,  second,  with  matters 
of  research. 


The  aims  and  direction  of  the  four  subcommittees 
are  as  follows: 

The  subcommittee  on  Postwar  Purchasing  Power 
and  Potential  Markets  has  resolved  its  studies  into 
six  fields: 

a.  Probable  business  conditions  in  the  postwar 
period 

b.  Postwar  spendable  income  and  income  levels: 
all  sorts  of  answers  are  possible,  depending  on 
what  the  national  income  is  going  to  be  im¬ 
mediately  after  the  war  and  in  the  following 
years 

c.  Shifts  in  population:  some  statistics  are  avail¬ 
able,  but  we  must  take  them  with  reservations 

d.  Postwar  home  building.  Where  will  activity 
be  pronounced,  and  how  extensive  will  it  be.^ 

e.  Postwar  markets  due  to  deferred  purchasing 

f.  Customer  preferences 

Postwar  Home  Building 

The  second  subcommittee  offers  certain  findings 
which  should  be  interesting  to  any  individual  com¬ 
pany  which  is  engaged  in  postwar  planning.  Its  find¬ 
ings  so  far  indicate  that  the  overall  markets  are  going 
to  be  radically  different.  The  statistics  on  postwar 
home  building,  for  example,  are  quite  interesting.  In 
the  Nineteen  Twenties,  about  712,000  homes  were 
constructed  each  year;  in  1930,  the  number  fell  to 
300,000  per  year.  In  the  postwar  period  it  would 
seem  that  two  or  three  times  as  many  homes  will  be 
constructed  as  in  the  previous  ten  years.  The  cost  will 
probably  run,  according  to  the  best  guesses,  from 
$3,500  to  $4,000  per  unit.  It  has  been  estimated  that 
an  income  of  $1,750  a  year  would  permit  purchase  of 
a  $3,500  home. 

If  the  postwar  employment  situation  is  maintained 
somewhere  between  that  of  the  prewar  period  and  that 
of  the  present,  and  existing  wage  levels  are  continued, 
it  would  mean  a  national  income  level  of  about  $109 
billion.  It  would  also  mean  that  6,738,000  family  units 
would  have  moved  into  and  remained  in  the  $1,750- 
per-year  income  groups.  The  impact  on  our  industry’s 
postwar  markets  of  that  transition  into  higher  buying 
power  is,  I  think,  easy  to  visualize. 

The  Planning  Committee  recognizes  the  need  of 
considerable  effort  to  determine  where  our  markets 
will  exist  and  for  what.  It  is  also  aware  of  the  necessity 
of  directing  competitive  industry  thinking  and  of 
planning  so  that  we  may  meet  outside  competition. 

The  second  general  subcommittee  on  the  factors 
affecting  the  realization  of  potential  markets,  has  at¬ 
tempted  to  refine  its  problems  into  three  groups,  keep¬ 
ing  in  mind  that  each  factor  may  be  adverse  or  bene- 
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ficial  and  must  be  studied  from  this  viewpoint.  The 
three  groups  are;  first,  sales  policies  and  practices  of 
our  own  industry,  past,  present  and  future;  two,  the 
electric  industry  competition;  and,  third,  other  energy 
competition — coal,  oil,  and  liquified  petroleum  gases. 

Sales  Policies  and  Practices 

The  group  studying  sales  policies  and  practices  has 
divided  its  problem  into  three  time  periods:  the 
present,  one  or  two  years  after  the  war  ends,  and  the 
years  following  that  transition  period.  In  the  present 
period  they  recommend  that  each  company  analyze 
its  past  policies,  plans  and  programs  on  sales  and 
thoroughly  study  them  with  the  idea  of  revising,  dis¬ 
carding  or  adding,  as  may  be  necessary. 

This  group  is  interested  in  urging  our  industry  to 
arrive  at  basic  policy  commitments.  It  hopes  to  achieve 
unanimity  of  thought  among  the  utilities  to  some 
reasonable  degree,  so  that  they  would  be  willing  to 
assume  the  full  responsibility  for  load  building  and 
merchandising  activities  within  given  serving  areas. 
It  is  felt  that  such  a  basic  policy  would  not  conflict 
with  any  of  the  successful  plans  of  the  past.  They  hope 
to  set  up  the  present  thinking  of  all  utilities  and  ob¬ 
tain  information  as  to  which  of  the  four  plans  each 
utility  will  follow  after  the  war.  These  plans  are: 

1.  No  interest  in  load  building  or  merchandising 
activities  at  all. 

2.  Utility  merchandising,  but  competitive  coop¬ 
eration  with  other  outlets,  or, 

3.  Utility  merchandising,  but  noncompetitive  co¬ 
operation  with  other  outlets. 


4.  No  utility  merchandising,  but  full  cooperation 
and  direction  of  other  outlets. 

It  is  apparent,  I  think,  that  the  answer  to  this 
problem  will  be  of  immense  interest  and  value  to  the 
manufacturers  who  must  plan  for  rather  definite 
postwar  markets.  If  a  manufacturer  is  able  to  count 
on  utilities  assuming  the  responsibility  and  direction, 
his  problem  is  considerably  simplified.  This  group  is 
studying  the  possible  effect  on  the  postwar  public 
demand  of  the  visionary  advertising  that  is  now  being 
undertaken  by  various  companies.  For  example,  if 
the  public  is  led  to  believe  that  immediately  follow¬ 
ing  the  war  a  lot  of  new  gadgets  of  revolutionary 
design  are  going  to  be  made  available,  then  it  will  make 
the  transitional  period  of  one  or  two  years  following 
the  war  much  more  difficult. 

As  to  the  future,  this  group  is  concerning  itself  with 
the  probable  ability  or  inability  of  ourselves  and  other 
outlets  to  meet  postwar  merchandising.  It  is  also 
studying  new  methods  of  distribution  that  may  arise 
through  credit  unions,  consumer  movements  and  the 
like. 

The  third  group  of  this  subcommittee  is  concerned 
with  keeping  abreast  of  three  forms  of  energy  com¬ 
petition,  coal,  oil,  and  liquified  petroleum  gases,  a 
subject  of  much  conjecture, 

I  will  conclude  my  remarks  on  the  overall  work  of 
this  postwar  planning  activity  of  the  Gas  Association 
by  stating  that  at  a  meeting  held  yesterday  afternoon 
specific  dates  were  set  for  five  or  six  preliminary  re¬ 
ports  in  the  respective  fields  of  these  subcommittees. 
We  feel  that  we  are  fairly  well  under  way  on  a  very 
difficult  subject. 


ELECTRIC  COMPETITION  IN  THE  POSTWAR  PERIOD 

By  R.  E.  Ginna 

Assistant  to  the  President,  Rochester  Gas  and  Electric  Company 


I  HAVE  been  asked  to  deal  especially  with  one 
phase  of  the  gas  industry’s  comprehensive  post¬ 
war  planning  program,  namely,  “Electric  Competition 
in  the  Postwar  Period.”  Just  a  few  facts  to  help  you 
picture  the  problem  of  gas  versus  electricity  in  the 
home:  only  about  20%  of  annual  kilowatt-hour  sales 
and  about  37%  of  annual  revenue  was  obtained  in  the 
years  preceding  the  war  years  by  the  electric  industry 
in  the  American  home,  whereas  the  manufactured  gas 
industry  depends  on  the  home  for  about  70%  of  its 
sales  and  obtains  almost  80%  of  its  revenue  there¬ 
from.  It  is  rather  interesting  that  the  natural  gas 


business  has  a  domestic  sales  ratio  more  in  line  with 
the  electric  utilities,  being  about  27%  and  55%,  re¬ 
spectively. 

Capital  Investment  in  Gas  and  Electric  Utilities 
The  only  other  figure  I  want  you  to  keep  in  mind 
is  the  amount  of  money  invested  in  these  public  ser¬ 
vices.  In  the  manufactured  gas  industry  as  of  1941, 
according  to  reliable  sources,  there  was  invested 
$2,140,000,000,  in  the  natural  gas  industry  almost 
$2,600,000,000,  and  in  the  electric  utilities  almost 
$15,000,000,000.  From  these  few  figures  it  is  plain  to 
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see  that  the  manufactured  gas  industry,  especially, 
has  a  tremendous  stake  in  the  future  of  the  American 
home. 

A  popular  best-seller  at  the  present  time — and  I 
understand  it  exceeded  a  million  copies  last  week — 
bears  the  title  “One  World.”  The  author  of  that 
book  invites  everyone  to  help  create  a  new  society. 
As  a  part  of  this  picture  I  visualize  one  home  of  to¬ 
morrow  in  which  both  gas  and  electricity  will  play  a 
significant  and  useful  part.  To  win  this  place  both 
horses,  “gas”  and  “electricity,”  must  be  favored 
equally,  and  an  unequal  or  unjustified  application  of 
the  sales  whip  to  either  one  will  throw  the  team  out  of 
stride  and  slow  up  the  race  for  both.  In  the  home  of 
tomorrow  there  is  room  for  both  gas  and  electricity. 

The  need  for  a  healthy  competitive  situation  in  the 
postwar  period  should  be  obvious  to  all.  Ruinous 
competition  inevitably  reacts  on  the  aggressor,  and 
though  one  might  consider  it  trite,  the  fact  remains 
that  there  is  more  than  ample  room  in  the  domestic 
sales  market  for  each  of  the  industry’s  services  in 
their  economic  spheres. 

The  need  for  a  mutual  understanding  of  each 
others’  problems  and  a  true  consideration  of  the  re¬ 
lationship  of  the  utility  industries  to  each  other  is 
urgent  and  requires  cooperative  study  and  planning. 
Such  an  understanding  has  been  reached  by  many 
combination  companies. 

This  Conference  Board  program  deals  with  read¬ 
justments  of  various  kinds.  As  concerns  the  gas  and 
electric  domestic  load  problem,  the  word  “realignment” 
is  a  far  better  description  of  the  differences  of  opinion 
which  exist  than  the  word  “readjustment,”  which 
implies  radical  changes. 

Domestic  Requirements  Studied 

For  some  years  I  have  been  privileged  to  devote 
considerable  study  to  the  economic  aspects  of  serv¬ 
ing  the  domestic  requirements  with  gas  and  electricity 
both  from  the  consumer’s  and  from  the  company’s 
standpoints.  These  studies  pointed  the  way  to  a  new 
conception  of  the  advantages  and  disadvantages  of 
certain  domestic  services  and  now  constitute  a  basis 
for  present  studies  in  programs  involving  an  analysis 
of  the  demand  and  diverse  effects  of  various  types 
of  loads,  of  distribution  investment,  both  electric  and 
gas,  necessary  to  serve  various  combinations  of  use  on 
systems  designed  especially  to  reach  the  new  develop¬ 
ments  of  the  many  thousands  of  homes  which  will  be 
built  in  the  postwar  period,  especially  on  the  outskirts 
of  many  metropolitan  cities. 

These  studies  also  involve  an  analysis  of  generation 
and  transmission  investment  for  supplying  additional 
loads  of  various  types.  We  are  looking  into  operating 


costs,  both  electric  and  gas,  for  producing,  trans¬ 
mitting  and  distributing  under  various  conditions  the 
component  parts  of  the  domestic  load.  We  are  giving 
attention  to  customers’  costs  under  our  existing  rate 
structures  and  under  rate  structures  that  might  exist 
in  the  postwar  world.  Finally,  we  are  giving  thought 
to  competition  by  publicly  owned  electric  systems. 

Someone  said  recently  that  all  this  postwar  thinking 
and  planning  would  be  stimulated  if  each  group  so 
engaged  would  offer  tentative  conclusions  or  objec¬ 
tives  as  they  may  develop  from  the  particular  industry 
planning.  So  here  are  some  that  I  have  tried  to  reduce 
to  a  minimum  of  technical  terms,  and  without  apology 
to  some  of  my  good  electric  friends: 

First,  it  is  an  obvious  conclusion  that  every  home 
of  tomorrow  will  have  electricity. 

Second,  there  has  been  an  increase  of  almost  25%  in 
the  electric  generating  capacity  of  this  country,  in  con¬ 
nection  with  the  war  effort,  which  represents  millions 
of  kilowatts,  and  half  of  that  tremendous  increase  is  in 
publicly  owned  systems.  Probably  most  of  this  in¬ 
creased  capacity,  plus  some  additional  capacity  re¬ 
leased  by  industrial  recession,  will  be  available  for 
new  loads  after  the  war. 

This  available  capacity,  together  with  the  decrease 
in  double-  and  triple-shift  factory  operation  will 
eliminate  for  some  time  any  concern  among  straight 
electric  utilities  or  the  electric  departments  of  com¬ 
bination  companies  regarding  the  six  o’clock  cooking 
peak  load  in  urban  communities. 

The  electric  industry  has  already  available  adequate 
statistical  data  to  determine  the  economics  of  all 
classes  of  service,  and  in  this  regard  electric  companies 
are  urged  to  selective  load  building  that  is  founded 
upon  and  restricted  to  the  particular  system’s  econo¬ 
mic  limitations.  The  gas  industry,  however,  is  sadly 
lacking  in  reliable  statistical  data  on  other  various 
types  of  loads. 

From  the  customer’s  standpoint,  manufactured  gas 
now  wins  over  electricity  on  economic  grounds  for 
the  cooking  load.  Natural  gas  excels  economically 
over  electricity  for  cooking,  water  heating  and  re¬ 
frigeration. 

Conversion  to  Medium-pressure  Systems 

For  extensions  to  new  homes  of  tomorrow,  a  medium- 
pressure  gas  distribution  system  with  house  regulators 
involves  less  capital  investment  than  a  low-pressure 
system.  We  have  just  completed  some  very  detailed 
studies  of  that  question,  and  they  show  conclusively 
that  any  extensions  of  gas  facilities  into  new  areas 
for  homes  should  be  of  a  medium-pressure  type.  Ex¬ 
isting  low-pressure  systems  shouhl  be  converted  to 
medium  pressure  if  any  considerable  load  is  to  be 
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added,  especially  if  house  heating  is  to  be  promoted. 

The  insulation  of  homes  on  existing  gas  distribu¬ 
tion  facilities  should  be  promoted  now,  so  that  such 
homes  can  use  gas  for  house  heating  after  the  war,  and, 
incidentally,  such  a  program  of  insulating  homes 
would  be  welcomed,  at  least  by  the  Federal  Govern¬ 
ment,  in  that  it  would  help  to  conserve  whatever  fuels 
are  now  being  used  to  heat  those  particular  homes. 

The  difference  in  capital  investment  between  a  dis¬ 
tribution  system  designed  for  minimum  customer  use 
and  one  adequate  for  maximum  customer  use  is  re¬ 
latively  unimportant  in  the  case  of  either  gas  or 
electricity.  The  additional  investment  for  additional 
domestic  loads  is  less  for  gas  distribution  than  for 
electric.  In  either  case  the  increment  in  investment 
cost  is  small  compared  with  the  additional  load,  and 
the  economics  of  increment  business  resolves  largely 
into  capital  and  operating  costs  for  production  and 
transmission. 

Although  gas  shows  more  favorably  in  the  incre¬ 
mental  distribution  investment  picture,  it  is  well  to 
keep  in  mind  that  the  initial  distribution  investment 
to  supply  the  house  merely  for  cooking,  the  base  load 
in  the  case  of  gas,  is  almost  twice  that  for  making 
electric  service  available  for  its  base  lighting  load. 
But  once  the  gas  main  is  there,  then  the  increment 
cost  to  take  on  the  additional  gas  load  is  slightly  in 
its  favor. 

As  to  the  investment  and  operating  costs  for  pro¬ 
duction  and  transmission,  some  general  things  are 
known  about  the  gas  business.  Yet  there  is  a  good 
deal  which  is  not  known  but  should  be  in  order  to 
analyze  the  problem  intelligently. 

We  know  that  the  use  of  gas  holders  makes  a  maxi¬ 
mum  hour  relatively  unimportant  to  the  production 
plant,  but  the  maximum  day  is  something  of  great 
concern.  In  order  to  analyze  and  evaluate  existing  and 
contemplated  loads  of  the  various  types  it  is  highlj^ 
desirable  that  we  know  more  than  the  fact  that  the 
maximum  hour  will  generally  come  on  Thanksgiving 
Day  and  that  the  maximum  day  will  come  on  the 
coldest  day  of  the  year. 

We  ought  to  know  more  about  the  characteristics 
of  gas  cooking,  water  heating,  and  refrigeration,  both 
hour  by  hour  and  day  by  day,  so  that  we  will  know 
what  either  of  them  singly  or  any  combination  of  them 
will  mean  to  the  plant. 

Adequate  testing  equipment  in  the  case  of  gas  is 
expensive  and  cumbersome.  However,  we  have  under 
way  in  various  parts  of  the  country  studies  that  we 
hope  will  make  a  substantial  contribution  to  our 
present  inadequate  store  of  knowledge  of  this  kind 
of  information. 

Of  course,  adequate  data  regarding  space-heating 


loads  for  the  gas  industry  is  even  more  imperative. 
The  effect  of  space-heating  loads  on  production  plants 
and  possible  economies  in  the  production  of  gas  are 
being  considered  by  a  selected  group  of  experts  under 
the  direction  of  Mr.  Hall  Henry  of  New  England. 

Postwar  Consumers’  Wants 

All  might  be  well  for  the  gas  industry  if  we  could 
rely  solely  upon  fundamental  economies,  but  we  would 
be  very  foolish  indeed  to  ignore  what  the  postwar 
consumers  may  want  and  to  overlook  the  fact  that 
they  will  follow  those  who  are  most  effective  in  giving 
it  to  them.  The  gas  industry  can  study  its  economics 
as  long  and  as  intensely  as  it  pleases,  and  I  would 
be  the  last  to  say  we  should  not  inform  ourselves 
as  fully  as  possible,  but  we  are  only  dreamers  if  we 
think  that  the  customer  who  has  any  pronounced 
predilection  for  an  alternative  type  of  service  is  going 
to  choose  gas  because  of  a  monthly  cost  differential 
equal  to  two  or  three  packs  of  cigarettes  or  a  couple 
of  movie  tickets. 

The  American  consumer,  especially  as  he  will  be 
constituted  after  this  war  is  over,  won’t  act  that  way. 
He  will  want  what  he  will  want.  And  when  the  boys 
come  back  home,  what  they  want  they  will  manage  to 
get  somehow,  whether  it  be  an  automobile,  a  radio, 
or  anything  else.  If  we  want  to  keep  on  getting  some 
return  on  the  big  investment  which  we  now  have  in 
the  gas  business  we  must  arrange  to  make  this  post¬ 
war  consumer  want  gas  service  before  our  postwar 
salesmen  call,  or  we  will  be  wasting  a  lot  of  good  shoe 
leather. 

Gas  in  the  Home  of  Tomorrow 

So  far  electricity  has  dramatized  the  modern  con¬ 
dition.  This  is  a  limited  appeal.  Gas  has  no  such 
limitations.  The  miracle  of  gas  will  revolutionize  post¬ 
war  living  conditions  in  every  room  of  the  home. 
The  home  of  tomorrow  will  have  year-around  perfect 
climate.  It  will  be  heated  by  gas  in  the  winter  and 
cooled  by  gas  in  the  summer.  Humidity  and  tempera¬ 
ture  will  be  controlled  by  simply  moving  a  tiny  lever. 

All  this  will  be  done  without  fuel  to  store  and  with¬ 
out  motors  to  wear  out.  The  home  of  tomorrow  will 
have  a  luxury  hot  spring  at  the  control  of  the  oc¬ 
cupant’s  finger  tips.  There  will  be  water  at  any  tem¬ 
perature  in  any  quantity  to  satisfy  all  the  family’s 
needs — again  with  no  fuel  problem,  no  motor  problem 
and  no  service  problem. 

The  home  of  tomorrow  will  have  miracle  cooking 
with  gas.  Today  in  the  research  laboratories  the  gas 
ranges  of  tomorrow  are  now  being  designed — ranges 
so  different,  so  revolutionary  that  past  cooking 
methods  will  be  outmoded;  ranges  made  with  new 
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materials,  plastics,  glass  and  other  things,  with  new 
automatic  features  and  with  new  labor-saving  and 
food-saving  devices. 

The  home  of  tomorrow  will  have  new  and  revolu¬ 
tionary  silent  refrigeration,  assuring  food  preservation 
never  before  possible.  In  addition  there  will  be  new 
ice  freezing  methods,  automatic  ice-water — simple 
thing,  could  have  been  thought  of  before  now — new 
conveniences  in  food  storage.  Again  new  materials 
will  be  used  for  beauty,  ease  in  use,  and  efficiency. 

You  might  well  say  nothing  has  been  left  for  electric 
utility  in  the  home  of  tomorrow.  Not  at  all!  As  I 
stated  before  there  is  room  for  both. 

Let  us  see  how.  While  gas  is  the  most  economical 
fuel  for  cooking,  the  ranges  of  tomorrow  will  be  elec¬ 
trically  controlled,  ignited,  and  automatically  oper¬ 
ated.  Refrigeration  is  a  matter  of  the  survival  of  the 
fittest.  The  advantage  to  gas  of  no  moving  parts  and 
silence  has  been  overcome  by  the  astounding  im¬ 
provement  in  efficiency  of  the  electric  refrigerator. 
Needless  to  say,  washing  machines  and  irons  are 
logical  electrical  loads,  but  due  to  the  collateral  hot 
water  needs  that  go  with  such  appliances,  the  gas  in¬ 
dustry  in  the  postwar  world  should  actually  sell  those 
electrical  appliances  because  it  will  get  the  benefit  of 
the  hot  water  need. 

In  the  home  of  tomorrow  there  will  be  use  for  au¬ 
tomatically  controlled  incinerators,  an  appliance  that 
has  so  far  been  somewhat  neglected.  Winter  and  sum¬ 
mer  air  conditioning  will  use  gas  as  the  fuel  and  elec¬ 


tricity  as  the  vehicle  to  move  and  control  the  condi¬ 
tioned  air.  Those  are  some  of  the  combination  services 
to  be  rendered  in  the  home  of  tomorrow. 

Postwar  Unemployment  Problem 

All  this  leads  to  the  vital  concern  of  both  the  gas 
and  electric  industries  in  the  postwar  problem  of 
unemployment,  and  so  far  all  the  postwar  planning 
groups:  the  Committee  on  Economic  Development, 
20th  Century  Fund,  Brookings  Institution  and  many 
others,  agree  that  the  big  problem  is  to  employ  more 
people  after  the  war  than  were  employed  during  our 
best  peacetime  year. 

By  properly  serving  the  postwar  requirements  of 
the  American  homes  from  hundreds  of  gas  and  electric 
plants  scattered  from  coast  to  coast,  both  utility 
industries  will  be  bearing  their  share  of  maintaining 
the  necessary  high  employment  level,  and  in  this  re¬ 
gard  please  do  not  forget  that  government-owned 
hydro  projects  have  the  effect  of  creating  unemploy¬ 
ment.  A  measure  of  this  can  be  illustrated  by  the 
labor  equivalent  in  mines,  railroads  and  power  plants 
of  the  power  to  be  produced  by  the  St.  Lawrence 
project.  That  manpower  would  be  equivalent  to  the 
population — the  entire  population — of  the  three  up¬ 
state  cities  of  Auburn,  Geneva,  and  Ithaca. 

I  close  with  the  plea  that  both  electric  and  gas  in¬ 
dustries  make  their  postwar  plans  along  sound  econo¬ 
mic  lines,  and  in  so  doing  their  welfare  will  be  assured 
in  the  world  of  tomorrow. 


Discussion 


Question:  In  an  area  in  which  you  do  not  have 
combination  companies,  where  a  gas  company  is  striv¬ 
ing  to  keep  its  existence — and  God  knows  the  manu¬ 
factured  gas  companies  are  striving  merely  to  continue 
their  existence — and  in  which  an  electric  company 
finds  itself  deprived  of  its  present  war  load  but  has 
an  ample  supply  of  generating,  transmission  and  dis¬ 
tribution  equipment,  and  where,  perhaps,  new  housing 
is  going  on  or  people  are  seeking  to  expand  their  habit 
of  living,  what  will  be  the  determining  process  which 
will  insure  sound  competition  on  realistic  economic 
lines  for  the  residential  business  in  those  fields  where 
gas  and  electricity  are  competitive?  Do  you  have  the 
answer  to  that? 

^Ir.  Ginna:  Well,  that  is  a  big  question — doing  that 
and  maintaining  free  competition.  Perhaps  I  can  best 
illustrate  by  giving  you  an  experience  of  my  own  com¬ 
pany  where  we  have,  incidentally,  about  all  the  prob¬ 
lems  that  a  combination  company  could  have.  We  have 
straight  electric  territory,  straight  natural  gas  terri¬ 
tory,  straight  manufactured  gas  territory,  combina¬ 


tion  natural  gas  and  electric,  combination  manufac¬ 
tured  gas  and  electric. 

We  did  have  a  straight  manufactured  gas  area  in 
competition  with  a  straight  electric  company.  The 
manufactured  gas  business  was  simply  terrible.  In  that 
particular  territory  the  electric  company  was  promot¬ 
ing  a  water-heating  service  which,  in  our  opinion,  was 
uneconomic  for  them.  We  thought  they  were  selling  it 
entirely  too  cheap  and,  as  a  matter  of  fact,  the  public 
service  commission  thought  so,  too;  but  that  was  the 
kind  of  competition  we  had. 

Now,  we  put  an  aggressive  young  fellow  into  that 
district.  We  put  into  effect  a  complete  change  in  our 
type  of  gas  rate,  where  we  made  the  small  conveni¬ 
ence  user  pay  what  he  should.  One  of  the  faults  of  the 
gas  industry,  in  my  opinion,  especially  the  manufac¬ 
tured  gas  industry,  is  that  the  rate  structures  are 
wrong.  That  is  not  true  of  the  natural  gas  industry. 
Since  it  is  a  younger  industry  it  has  a  better  type 
rate  structure.  We  changed  our  rate  structure  so  that 
the  small,  incidental  user  paid  what  he  should,  but  we 
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cut  the  rate  way  down  for  automatic  gas  water  heat¬ 
ing,  which  is  a  key  load  in  making  the  gas  business 
pay. 

From  practically  no  automatic  gas  water  heaters, 
in  five  years  we  had  a  saturation  of  over  55%,  and  we 
wrote  the  district  right  out  of  the  red  and  into  the 
black  without  upsetting  anything  from  an  economic 
standpoint.  The  electric  fellow  lost  some  of  the  busi¬ 
ness  that  he  had  unwisely  taken  on.  We  put  on  load 
that  was  economically  sound.  There  is  no  sense  in 
selling  the  customer  a  service  that  isn’t  going  to  do  a 
better  job  for  him  and  is  going  to  cost  him  more 
money. 

In  most  places  where  gas  is  available,  it  is  better  for 


cooking  if  the  customer  has  the  right  kind  of  equip¬ 
ment,  but  we  have  got  a  lot  of  old,  obsolete,  broken- 
down  ranges  which  are  inefficient.  If  we  give  our  cus¬ 
tomers  the  kind  of  equipment  they  should  have,  with 
proper  rate  structures,  gas  will  do  the  job  at  less  cost, 
and  we  won’t  have  this  vicious  competition  between 
the  two  industries. 

We  have  almost  lost  sight  of  the  customer.  We 
have  been  so  anxious  to  put  our  appliances  into  his 
home  that  we  have  sometimes  forgotten  about  his 
pocketbook.  If  we  think  about  the  consumer  a  little 
more,  I  think  we  will  get  on  the  right  track,  and  it 
will  be  decent  and  fair  competition  with  room  for 
both. 


PLANNING  IN  THE  ELECTRICAL  INDUSTRY 

By  George  E.  Whitwell 
Vice  President,  Philadelphia  Electric  Company 


I  AM  GOING  to  touch  very  lightly  and  very  quickly 
on  certain  of  the  fundamental  things  that  will  face 
the  electrical  industry  after  the  war.  I  am  not  going  to 
speak  of  operating  or  engineering  features,  because  at 
this  stage  of  our  thinking  all  of  us  will  probably 
agree  that  at  least  in  the  period  immediately  after 
the  end  of  the  war  our  problem  will  not  be  one  of 
lack  of  capacity,  any  more  than  it  has  been  a  real 
problem  so  far  during  the  war.  I  might  mention  also, 
with  respect  to  those  features,  that  I  believe  both  we 
and  our  customers  have  learned  a  good  deal  about 
what  constitutes  very  good  service  under  conditions 
of  restricted  installations  which,  two  years  ago,  would 
have  caused  the  engineers  of  my  company  to  have 
shuddered  and  lain  awake  nights.  Perhaps  we  can 
put  that  in  the  book  and  learn  something  from  it 
solely  in  the  interests  of  better  service  for  less  money 
to  our  rate  payers. 

I  would  like  to  dwell  briefly  on  the  commercial 
aspects  in  the  immediate  future,  and  I  am  avoiding 
the  use  of  the  word  “postwar,”  because  the  committee 
that  was  appointed  in  the  commercial  section  of  the 
EEI  to  study  that  problem,  as  its  first  act,  dropped 
the  word  “post,”  and  constituted  themselves  a  plan¬ 
ning  committee.  I  cannot  but  feel  that  the  changes 
leading  into  the  postwar  era  are  taking  place  today, 
and  will  become  progressively  more  important  tomor¬ 
row  and  next  week  and  next  month  and  over  what¬ 
ever  period  of  time  is  required  to  achieve  victory.  I 
believe  that  fiexibility  of  mind,  alertness,  study,  and 
constant  attention  to  the  things  that  are  so  rapidly 


changing  about  us,  are  the  first  lessons  for  anyone  to 
learn  in  this  study  of  what  is  going  to  happen  at  some 
time  in  the  future. 

Industrial  Customers’  Problems 

It  has  been  said  that  the  electrical  industry — and 
this  is  true  of  the  gas  business  also — is  a  service  in¬ 
dustry,  and  our  after-the-war  problems  will  be  largely 
controlled  for  us  by  our  customers  and  by  other  manu¬ 
facturers.  Ours  is  the  job  of  providing  the  service.  The 
service  that  is  required  will  result  largely,  it  is  said,  from 
those  who  use  that  service  and  by  the  equipment  that 
they  are  able  to  keep  operating  through  the  use  of 
that  service.  That  statement  is  for  the  most  part 
true.  The  service  industries  are  not  confronted  with 
many  of  the  problems  facing  other  industries.  I  do 
not  think  we  are  going  to  have  an  unemployment 
problem  such  as  theirs.  We  are  not  going  to  have  a 
problem  of  conversion  similar  to  theirs.  I  am  not  sure 
that  we  are  going  to  have  financial  problems  compar¬ 
able  with  theirs. 

But,  gentlemen,  beginning  today  and  tomorrow,  it  is 
our  concern  as  a  united  electrical  utility  industry, 
to  render  all  possible  aid  to  our  customers,  so  that 
they  may  the  more  rapidly  solve  their  problems  and 
thereby  be  in  a  position  to  give  us  greater  load  more 
quickly,  and  we  need  not  argue  whether  that  load  is 
needed  to  replace  load  that  we  are  losing  rapidly  or 
merely  to  superimpose  on  top  of  whatever  we  may 
then  have. 

A  problem  of  some  time  in  the  future — and  it  is 
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not  solely  postwar — is  coming  rapidly  to  the  fore  in 
print.  That  is  the  matter  of  cancellation  of  contracts, 
and  I  am  not  speaking  now  of  power  contracts.  I  am 
trying  to  get  the  broader  picture  of  our  interest  in 
the  cancellations  of  any  contracts.  I  understand  that 
at  the  end  of  the  first  war  there  were  seven  and  a  half 
billion  dollars  worth  of  contracts  to  be  canceled.  I 
also  understand  that  there  would  be  seventy-five 
billion  dollars’  worth  of  contracts  to  be  canceled  if  the 
war  ended  today.  I  understand  that  at  the  end  of  the 
last  war  those  contracts  were  settled,  but  it  took  an 
average  of  three  and  a  half  years  to  settle  them,  and 
they  were  settled  at  thirteen  cents  on  the  dollar. 

It  is  your  business  and  my  business  to  take  a  lively 
interest  in  a  situation  such  as  that,  where  many, 
many,  many  of  our  industrial  customers  are  going  to 
find  themselves  with  very  little  cash,  great  quantities 
of  inventories  and  half-finished  goods  on  hand,  the 
necessity  for  converting  into  peacetime  pursuits,  and 
the  problem  ahead  of  them  of  dealing  with  the  gov¬ 
ernment  over  many  months  in  order  to  obtain  neces¬ 
sary  cash.  Utility  company  power  contracts  and  their 
cancellations  are  very  small  problems  compared  with 
seventy-five  billion  dollars  worth  of  cancellable  con¬ 
tracts  awarded  to  industry  if  the  conflict  were  to  end 
today,  and  there  is  no  promise  that  that  sum  will  be 
smaller  one,  two,  or  three  years  from  now.  Yet  can¬ 
cellations  of  contracts  between  the  government  and 
industrialists  have  already  occurred,  and  that  in¬ 
dicates  that  some  of  the  postwar  problems  are  already 
with  us. 

Another  item  demanding  consideration  is  the  four¬ 
teen  billion  dollars  of  United  States  Government 
money  now  invested  in  industrial  plants  and  private 
facilities.  This  sort  of  problem — new  to  all  of  us — 
cannot  be  shelved  until  some  siren  announces  the 
beginning  of  the  postwar  period,  for  such  action,  I 
fear,  will  find  us  floundering  with  a  problem  that 
should  have  been  tackled  much  sooner.  And  so  I  say 
again  to  you  that  much  that  may  be  thought  of  as 
postwar  is  of  immediate  importance. 

Development  of  Markets 

I  am  going  to  skip  very  hastily  over  some  of  the 
more  hopeful  things.  I  am  not  here  to  discuss  whether 
utilities  will  merchandise  or  not — I  don’t  know.  But 
I  would  like  to  leave  this  thought  with  you — that  the 
problem  of  building  load  electrically  through  the  use 
of  devices  and  appliances  built  by  the  manufacturers 
will  remain  with  the  utilities  when  the  war  is  over. 
Nobody,  as  the  result  of  the  war,  is  going  to  relieve 
us  of  that  responsibility,  at  least  to  a  degree  that  will 
satisfy  us  in  the  development  of  our  business. 

Just  a  word  about  lighting.  Let  me  try  to  dramatize 


it  this  way;  today  the  industry  that  does  not  use 
20%  of  its  electricity  for  lighting  and  80%  for  power 
and  heating  has  not  been  sold  what  easily  could  be 
sold  to  it.  Fifteen  short  years  ago,  when  I  first  broke 
into  this  kind  of  work,  10%  was  considered  a  high 
percentage  of  lighting  in  an  industrial  plant,  and  I 
hold  before  you  not  only  the  possibility  but  the  sure 
bet  of  30%  as  a  reasonable  goal  after  the  war.  In  the 
meantime,  there  is  little  doubt  in  any  of  our  minds 
that  while  we  are  contributing  greatly  to  the  winning 
of  the  war  by  better  lighting,  we  can  at  the  same 
time,  if  we  are  alert,  learn  those  things  that  will  bring 
us  to  that  30%  goal. 

I  have  a  brief  note  on  the  training  of  personnel. 
We  are  going  to  need  the  best  possible  and  the  best- 
informed  personnel  that  can  be  obtained,  and  the  time 
to  begin  to  make  sure  that  they  are  that  kind  of  per¬ 
sonnel  through  our  own  training  is  now. 

I  would  like  to  read  a  short  paragraph  from  a  paper 
I  heard  in  Chicago  a  couple  of  weeks  ago. 

“Our  problem  is  not  the  search  for  new  develop¬ 
ments  to  sell.  It  is  rather  the  search  for  ways  and 
means  to  speed  up  the  introduction  of  applications  to 
the  market  so  as  to  obtain  a  more  rapid  acceptance 
and  use  by  our  customers.  If  we  do  not  discover  the 
answer  to  this  we  may  easily  find  ourselves  caught 
between  a  wealth  of  development  on  the  one  hand, 
and  a  sluggish  market  on  the  other.” 

Those  three  sentences  are  a  pretty  big  dose  of  medi¬ 
cine  to  give  to  any  audience  without  further  amplifica¬ 
tion.  Let  me  refer  only  to  electronics,  a  field  in  which 
one  of  our  organizations  is  in  close  enough  contact 
with  the  research  departments  of  the  manufacturers 
to  really  understand  accomplished  facts.  One  of  them, 
for  example,  is  high  frequency  heating  which  has 
played  an  important  part  in  speeding  up  war  pro¬ 
duction.  Another  is  the  electron  microscope,  which  is 
probably  the  greatest  single  development  in  our  life¬ 
time.  Now  is  the  time  to  discover  the  answers  to  the 
marketing  and  engineering  questions  with  respect  to 
these  and  many  other  developments,  lest  we  “find  our¬ 
selves  caught  between  a  wealth  of  development  on  the 
one  hand,  and  a  sluggish  market  on  the  other.” 

I  would  like  to  summarize  in  this  way: 

First,  we  make  a  mistake  in  the  electrical  industry 
in  talking  about  postwar  planning.  Our  planning  is 
for  tomorrow,  next  week,  next  month,  and  into  the 
postwar  era. 

Second,  our  entire  success  from  here  on  out,  as  I  see 
it,  depends  upon  an  active,  inquisitive  and  helpful  in¬ 
terest  in  the  problems  of  industry  in  general,  whether 
those  problems  be  contractual  problems,  problems  of 
cash,  or  problems  of  conversion,  because  we  exist  only 
as  we  serve  our  customers,  and  we  serve  them  only 
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to  the  extent  that  their  well-being  is  maintained. 

And,  finally,  now  is  the  time,  with  a  wealth  of  new 
applications,  to  make  very  sure  as  we  go  along  doing 
our  best,  first,  to  win  the  war,  and  second,  in  our 
organized  spare  time,  to  become  fully  conversant  with 
the  applications  that  are  being  used  successfully  in 


war  industries.  And  we  should  let  our  imaginations 
run  a  little  ahead  of  us  as  to  where  they  can  be  used 
in  the  interests  of  our  customers  in  the  readjustment 
period  that  has  to  come. 

I  see  nothing  in  this  picture  but  hope.  I  see  also  in 
it  plenty  of  room  for  both  the  electric  and  the  gas  boys. 


ANALYSIS  OF  POSTWAR  PROBLEMS  OF  BELL  SYSTEM 

TELEPHONE  COMPANIES 

By  H.  S.  Osborne 

Chief  Engineer,  American  Telephone  and  Telegraph  Company 


The  bell  System  Telephone  companies  are  a 
closely  affiliated  group  of  companies  who  give  a 
large  part,  but  by  no  means  all,  of  the  telephone  ser¬ 
vice  of  the  country.  They  include  in  the  organization 
all  that  is  necessary  to  go  from  raw  materials  and 
equally  raw  ideas  to  the  completed  service;  that  is,  the 
group  of  companies  includes  a  research  organization, 
development,  manufacturing,  construction,  installa¬ 
tion  and  operation. 

Demand  in  Postwar  Period 

At  the  end  of  the  war  the  telephone  companies  ex¬ 
pect  that  they  will  have  a  very  large  backed-up  de¬ 
mand  for  service  which  it  has  been  impossible  to  give 
because  of  wartime  restrictions.  There  will  be  probably 
hundreds  of  thousands,  perhaps  many  hundreds  of 
thousands  of  people  who  will  wish  telephone  service 
who  have  none  at  all.  There  will  be  other  large  num¬ 
bers  of  people  who  want  more  telephone  service  than 
it  has  been  possible  to  give  them — individual  lines 
instead  of  party  lines,  more  business  extensions,  or 
residence  extensions. 

In  addition  to  this  large  backed-up  demand  for  ser¬ 
vice,  the  telephone  plant  is  now  very  heavily  over¬ 
loaded  and  will  no  doubt  be  more  overloaded  by  the 
end  of  the  war.  It  is  carrying  much  more  telephone 
business  than  it  is  designed  to  carry  with  the  standard 
of  service  which  we  like  to  give  our  customers  in  peace¬ 
time. 

Also,  at  the  beginning  of  the  postwar  period  the 
telephone  organizations  will  be  markedly  understaffed. 
The  telephone  companies  now  have  45,000  men  in 
the  service,  compared  with  145,000  total  male  em¬ 
ployees,  and  that  ratio  will  no  doubt  be  larger  at  the 
end  of  the  war. 

When  I  speak  of  the  postwar  period  I  really  refer 
to  the  time  at  which  restrictions  in  civilian  construc¬ 


tion  are  lifted,  because  that  is  the  time  when  this 
situation  will  change  for  us,  whether  it  marks  the 
conclusion  of  the  peace  treaty  or  not.  This  follows 
from  the  fact  that  the  nature  of  the  telephone  plant 
is  such  that  we  can  not  give  additional  service  with¬ 
out  building  additional  plant. 

At  the  beginning  of  the  postwar  period,  therefore, 
the  first  desire  of  the  telephone  companies  will  be  to 
commence  again  to  give  service  to  everybody  who 
wants  it  and  at  the  time  he  wants  it.  That  will  involve 
building  a  large  amount  of  plant  to  take  care  of  the 
backed-up  demand  to  which  I  have  referred,  unless, 
of  course,  that  demand  should  be  wiped  out  by  a  de¬ 
pression  of  major  dimensions  which  greatly  reduced 
all  business  activity. 

Second,  they  will  wish  to  build  into  their  plant  the 
necessary  amounts  of  equipment  of  all  sorts  to  give 
the  kind  of  service  they  like  to  give  their  customers 
in  peacetime.  That  means  building  additional  central- 
office  equipment,  cables  in  the  cities  and  also  inter- 
urban  circuits  in  large  amounts. 

Third,  the  telephone  companies  have  been  obliged 
during  the  war  to  discontinue  their  long-term  pro¬ 
gram  of  betterments.  Normally  that  program  in  itself 
entails  quite  a  large  amount  of  construction.  To  men¬ 
tion  a  few,  we  wish  to  restore  the  practice  of  letting 
the  customer  choose  what  kind  of  telephone  he  wishes 
to  use.  Doing  that  means  discarding  older  types  of 
telephones  and  replacing  them  with  newer  types.  There 
are  thousands  of  miles  of  inter-urban  toll  cables  which 
it  is  desirable  to  build  to  give  increased  service  and 
increased  security  of  service,  and  which  have  been 
postponed  because  of  the  war.  It  will  be  desirable 
to  restore  as  soon  as  possible  the  gradual  replacement 
of  manual  central  offices  with  dial  equipment.  There 
are  many  other  items  in  the  same  category. 

We  expect  that  after  the  war  there  will  be  an  en- 
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larged  program  of  highway  construction  and  other 
public  works  which  in  itself  will  require  a  large  amount 
of  work  on  the  part  of  the  telephone  companies,  whose 
lines  generally  border  the  highways. 

Beyond  this  there  will  be  the  question  of  new  de¬ 
velopments,  which  has  already  been  referred  to.  We 
have  a  large  research  organization  devoted  normally 
to  the  improvement  of  telephone  service.  At  the  pres¬ 
ent  time  that  organization  is  devoted  one  hundred 
per  cent  to  war  problems,  most  of  them  not  directly 
telephone  problems.  We  anticipate  that  the  techniques 
which  have  been  developed  under  great  pressure  and 
in  an  accelerated  degree  by  the  urgency  of  war  prob¬ 
lems  will  have  application  in  many  other  fields,  in¬ 
cluding  the  telephone  field,  so  that  there  will  be  addi¬ 
tional  and  at  present  somewhat  unpredictable  amounts 
of  new  construction,  representing  the  incorporation  in 
the  working  plant  of  new  ideas  thus  developed. 

All  this  adds  up  to  quite  a  lot  of  construction  work. 
There  are,  in  addition,  many  improvements  in  the 
line  of  maintenance  and  rearrangement  of  plant  post¬ 
poned  because  of  the  war,  which  it  also  will  be  desir¬ 
able  to  resume. 

Construction  Factors 

The  growth  of  the  telephone  system  is  peculiarly 
dependent  upon  general  business  conditions.  If  busi¬ 
ness  conditions  are  good,  or  anywhere  near  good,  there 
will  be  a  very  considerable  growth  to  be  met,  and  that 
will  call  for  the  building  of  plant.  But  whether  or  not 
there  is  growth,  and  whatever  the  magnitude  of 
growth  may  be,  the  kinds  of  work  I  have  mentioned 
will  constitute  a  big  backlog  of  work  which  it  will  be 
desirable  to  do.  We  have  estimated  that  this  totals 
about  a  billion  and  a  half  dollars,  which  is  about 
one-third  of  our  present  plant.  Assuming  that  this 
whole  program  were  to  be  completed  in  ten  years,  and 
that  there  were  to  be  average  growth,  we  would  have 
an  average  construction  program  for  the  ten-year 
period  equivalent  approximately  to  a  peak  year  such 
as  1941. 

Of  course,  the  rate  at  which  such  a  program  can  be 
started,  especially  the  initial  rate  immediately  after 
the  war,  will  depend  on  a  good  many  conditions.  It 
will  depend,  for  one  thing,  on  manpower.  There  seems 
to  be  every  indication  that  men  returning  from  ser¬ 
vice  to  the  telephone  company  will  find  important 
work  waiting  for  them.  It  is  possible  that  the  magni¬ 
tude  of  the  program  in  the  early  stages  may  be  affected 
by  the  rate  at  which  the  manpower  becomes  available 
for  such  work. 

The  program  will  also  depend  upon  manufacturing 
facilities.  There  is,  of  course,  the  tremendous  problem 
of  conversion  from  wartime  production  to  peacetime 


production,  a  problem  which  deserves  the  most  care¬ 
ful  study  at  the  present  time,  because  that  may  well 
be  temporarily  one  of  the  limiting  factors. 

The  program  will  depend  upon  the  availability  of 
materials.  If  the  war  program  were  to  be  cut  off 
sharply,  I  expect  that,  broadly  speaking,  there  would 
be  plenty  of  materials  for  all  important  civilian  pur¬ 
poses.  But  there  may  be  a  tapering  off  of  war  pro¬ 
duction,  and  in  that  case  the  process  of  conversion  of 
manufacturing  from  war  goods  to  civilian  goods  and 
the  building  up  of  the  civilian  program  might  be 
greatly  eased. 

Finally,  there  is  the  question  of  capital  requirements. 
Such  a  program  involves  large  amounts  of  additional 
capital. 

We  have  given  considerable  study  to  the  questions 
related  to  the  expectation  of  a  large  program  of  work 
in  the  future,  including  consideration  to  the  question 
of  what  should  be  done  now. 

Immediate  Tasks 

It  seems  to  us  that  it  would  be  premature  at  the 
present  time  to  attempt  to  establish  a  detailed  pro¬ 
gram  of  construction  for  the  initial  postwar  period. 
However,  we  find  that  there  is  a  large  amount  of  pre¬ 
paratory  work  to  be  done  if  the  big  construction  job 
is  to  be  well  done  when  it  comes  upon  us.  Much  of 
this  preparatory  work  can  and  should  be  started  now. 

One  kind  of  preparatory  work  is  making  what  in 
the  broad  sense  may  be  called  fundamental  engineering 
plans  for  future  development.  In  the  telephone  busi¬ 
ness  this  is  more  important,  perhaps,  than  in  many 
other  types  of  business,  because  the  telephone  system 
when  constructed  must  operate  as  an  integrated  whole. 
There  is  a  great  deal  of  work  to  be  done  in  deter¬ 
mining  in  broad  outline  what  the  telephone  plant  of 
future  years  will  be.  For  example,  what  general  types 
of  instrumentalities  will  be  used?  What  will  be  the 
scope  and  the  types  of  service  in  various  metropolitan 
areas,  and  the  kinds  of  switching  and  other  apparatus 
to  be  used.  Such  plans,  of  course,  in  no  sense  replace 
detailed  engineering  studies  of  specific  projects  at  the 
time  such  projects  can  be  undertaken.  They  form  a 
general  background  for  determining  the  proper  an¬ 
swer  in  those  specific  engineering  studies  as  they  come 
up. 

Much  of  the  work  depends  for  its  programming  on 
detailed  information  regarding  plant  conditions  which 
can  now  be  determined  by  proper  surveys. 

Another  kind  of  preparatory  work  is  the  review  of 
engineering  practices.  We  have  been  taking  a  large 
amount  of  additional  business  under  conditions  where 
we  were  not  allowed  to  build  plant.  That  involves  de¬ 
parting  from  normal  standards  of  service,  but  cer- 
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tainly  we  wish  to  determine  whether  we  can  not  learn 
from  the  experience  of  the  war  years  some  things 
which  can  be  applied  to  advantage  in  the  engineering 
of  the  postwar  years. 

There  is  an  important  question  of  training,  par¬ 
ticularly  in  making  sure  that  the  men  who  will  be 
involved  in  the  application  of  new  techniques  are 
thoroughly  prepared  to  do  so. 

There  is  the  question  of  the  application  of  new 


things  to  be  made  available  to  the  telephone  system 
because  of  development  of  new  techniques  during  the 
war.  That  is  a  matter  on  which  some  things  can  be 
done  at  the  present  time,  but  much  of  this  work  must 
be  postponed  until  the  research  people  are  no  longer 
wholly  engaged  in  the  war  activities. 

I  hope  that  this  analysis,  which  is  quite  specific 
to  one  industry,  may  be  of  some  interest  because  of 
possible  application  in  other  fields. 


5.  Planning  in  Manufacturing  Industries 

Chairman:  E.  V.  O’Daniel 
Vice  President,  American  Cyanamid  Company 


FOOD  SUPPLIES  IN  WAR  AND  PEACE 

By  Lewis  \V.  Waters 
Vice  President,  General  Foods  Corporation 


IN  WAR,  it  is  generally  agreed  that  supplies  are  as 
important  as  munitions.  And  one  of  the  most  im¬ 
portant  supplies  is  food.  Hitler  realized  that,  as  evi¬ 
denced  by  his  campaign  of  planned  starvation.  He 
drove  herds  and  flocks  into  Germany,  devastated  oc¬ 
cupied  countries,  and  left  them  in  a  starving  condition. 
At  the  present  time,  the  world  looks  to  the  United 
States  as  the  one  great  source  of  food.  As  a  result, 
our  country  has  a  most  challenging  problem.  Not  only 
must  we  supply  the  Allies  with  food,  and  the  con¬ 
quered  nations,  but  also  a  great  part  of  the  rest  of  the 
world. 

We  are  now  building  the  largest  Army  in  our 
history,  an  Army  eating  double  the  amount  of  food  it 
would  consume  were  its  members  engaged  in  civilian 
activities.  Twenty-five  to  thirty  million  people  are  in 
munitions  and  other  war  industries.  As  a  nation  we 
are  working  harder  and  consuming  more.  We  have  an 
economy  where  more  money  is  available  to  buy  food. 
And  consequently  the  demand  is  greater.  The  re¬ 
sponsibility  this  country  has  in  food  planning  was 
recognized  at  the  Food  Conference  held  at  Hot 
Springs,  where  the  representatives  of  forty-three  na¬ 
tions  convened  to  discuss  the  most  efficient  methods 
of  producing  and  distributing  essential  foods.  Further 
recognition  may  be  seen  in  the  recent  formation  of  the 
Committee  on  Relief  and  Rehabilitation,  of  which 
Herbert  Lehman,  former  Governor  of  New  York,  is 
chairman.  This  committee  has  for  its  function  not 
only  the  relief  of  conquered  countries  but  also  rehabili¬ 
tation  and  possibly  reconstruction. 

Need  for  Food  Abroad 

There  can  be  no  question  as  to  the  need  for  relief. 
France  is  living  on  a  diet  of  only  slightly  over  1,100 
calories  per  person  per  day.  This  is  not  enough  to 
sustain  life  for  any  great  period.  Food  for  France  will 
have  to  be  squeezed  out  of  our  supplies. 

As  for  rehabilitation,  work  has  already  been  started. 
Twelve  million  pounds  of  seed  were  shipped  to  Europe 
last  month.  This  involved  the  supplying  of  fertilizer 
and  farm  equipment  to  help  put  devastated  countries 


back  on  their  feet.  The  work  of  rehabilitation  will  take 
years.  Reconstruction  will  take  even  longer,  as  we 
should  not  merely  put  nations  back  on  the  same  poor 
diet  they  had  before  the  war.  Unless  we  give  them 
something  better,  we  will  merely  breed  another  war. 

What  are  the  world’s  needs  for  food?  The  best  esti¬ 
mate  before  the  war  was  that  the  world  needed  50% 
more  milk,  125%  more  dairy  products,  125%  more 
vegetable  oils,  and  nearly  300%  more  fruits  and  vege¬ 
tables.  In  other  words,  even  before  the  present  crisis 
developed — before  the  war — the  world  was  not  well 
fed. 

Food  Deficiencies  at  Home 

In  the  United  States — the  best  fed  country  in 
the  world — only  one-fourth  of  the  population  had  a 
good  diet,  according  to  the  United  States  Surgeon 
General’s  office.  About  one-half  of  the  population  had 
enough  to  be  fairly  efficient,  but  one-third  had  a  very 
poor  diet,  a  diet  that  was  below  the  minimum  amount 
necessary  for  efficient  work.  Even  in  peacetime,  we 
needed  29%  more  cows,  23%  more  hens,  1G%  more 
sheep,  15%  more  hogs,  and  7%  more  beef. 

Normally,  our  country  has  a  capacity  for  feeding 
about  145,000,000  people.  That  means  our  normal 
population  plus  about  a  5%  surplus.  For  the  last  few 
months  we  have  been  trying  to  feed  200,000,000  on 
the  amount  intended  for  145,000,000. 

All  signs  indicate  that  future  demands  are  going  to 
be  even  greater.  Obviously  we  are  facing  one  of  the 
most  critical  food  crises  in  the  history  of  the  world. 
This  is  best  comprehended  by  facing  the  fact  that 
even  in  normal  times  when  our  transportation  and  pro¬ 
duction  facilities  are  moving  at  their  usual  rate,  we 
are  only  a  few  meals  ahead  of  famine. 

The  bulk  of  our  food  must  be  processed,  as  a  very 
small  proportion  of  it  is  eaten  when  it  comes  out  of  the 
garden  or  field.  In  normal  times  a  tremendous  burden 
is  placed  on  the  processing  industry,  but  in  the  future 
that  burden  is  going  to  be  even  greater. 

War  Food  Program 

A  serious  effort  is  being  made  to  improve  the  food 
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situation  in  order  that  you  and  I  will  have  enough  to 
eat.  “What,”  you  may  ask,  “is  being  done  in  this 
country  to  remedy  the  food  situation?”  There  is  the 
Government  Management  Program  which  is  manag¬ 
ing  the  crops.  We  are  supposed  to  plant  about  11,000,- 
000  more  acres  this  year  than  in  1942,  and  we  have 
the  largest  inventory  of  livestock — which  we  intend 
to  maintain. 

Our  equipment  is  not  too  good.  It  is  wearing  out  and 
not  enough  metals  and  strategic  materials  have  been 
allocated  to  help  conditions  in  the  processing  industry. 
But  this  condition  is  being  improved  by  the  WPB.  In 
manpower  we  face  a  bad  situation.  Approximately 
3,000,000  men  have  been  called  to  the  service  from 
farm  areas.  This  depletion  of  our  farm  labor  supply 
is  being  corrected  and  some  of  the  men  are  going  back 
to  the  land.  We  also  have  3,500,000  voluntary  farmers 
who  are  going  to  try  to  raise  crops.  Work  has  also 
begun  toward  the  pooling  of  transportation  in  order 
to  move  the  food  where  it  is  needed. 

The  food  production  program  is  different  from  our 
munition  production  program.  It  has  many  variables. 
The  first  is  the  weather.  We  have  had  a  cold  and  late 
spring,  floods  in  the  Middle  West,  and  no  one  knows 
what  the  weather  is  going  to  do  to  further  reduce  pro¬ 
duction  this  year.  Other  variables  entering  the  picture 
are:  how  big  will  the  Army  be?  How  long  will  the  war 
last?  What  effect  has  the  increased  earning  power  of 
our  people  on  the  things  they  want  to  buy?  What  is 
going  to  be  the  effect  of  hoarding,  and  of  more  black 
markets?  And  will  our  distributing  system  hold  up? 

Foods  are  processed  in  order  that  they  will  be  in  a 
condition  to  eat  next  week,  next  month,  next  year,  or 
whenever  needed.  The  food  processing  industry  is  a 
large  one,  there  being  some  50,000  separate  companies. 
They  are  necessary,  because  foods  perish  very  rapidly 
without  some  type  of  processing. 

Food  Preservation  Problems 

Over  the  years,  the  usual  methods  of  preservation 
have  been  canning,  refrigerating,  freezing,  drying, 
pickling,  smoking,  and  salting. 

When  the  war  emergency  arose,  the  food  processor 
was  forced  to  use  that  type  of  preservation  that  was 
adaptable  to  the  type  of  container  he  could  get.  The 
canner  found  the  Japs  had  half  of  our  rubber  supply 
for  gaskets  and  most  of  our  tin  supply,  and  that  steel 
and  black  iron  were  required  for  more  important  war 
uses.  Consequently,  he  had  to  adopt  other  methods  of 
preservation,  like  dehydration,  and  readapt  his  plant 
to  new  methods. 

The  food  processor  has  met  this  challange  and  has 
done  a  good  job.  He  has  broken  production  records, 


made  over  his  packages,  and  done  everything  to  meet 
the  emergency.  In  addition  to  meeting  his  regular  de¬ 
mands,  he  has  supplied  foods  for  the  Army  and  lend- 
lease.  Many  food  processors  today  are  packaging 
either  K  ration  or  C  ration  for  military  use. 

This  food  we  are  producing  according  to  govern¬ 
ment  plan  is  then  allocated.  First  of  all,  to  our  Armed 
Forces,  probably  well  over  seven  million  persons.  Then 
allocation  goes  to  lend-lease  for  our  Allies.  Then  come 
the  other  countries  which  are  not  under  lend-lease 
but  which  we  are  obligated  to  feed.  Last  comes  our 
civilian  population  to  whom  about  three-quarters  of 
the  total  supply  is  allocated.  That  means  that  the 
civilian  population  has  to  get  along  on  three-quarters 
of  the  total  amount  which  was  previously  available 
for  the  whole  country.  That  means  not  only  incon¬ 
venience  but  also  the  actual  tightening  of  belts  in  the 
near  future. 

The  government  is  counting  on  a  program  that  will 
provide  about  3%  more  food  this  year  than  there  was 
in  the  last  year  before  the  war.  This,  however,  is  about 
6%  less  than  we  had  in  1942.  We  civilians  will  have 
to  take  less  of  some  items,  probably  less  of  the  high 
protein  foods  like  meat,  milk,  cheese,  and  dairy  prod¬ 
ucts.  We  may  get  about  the  same  amount  of  other 
foods  like  fish,  eggs  or  turkey,  and  some  of  the  things 
which  have  not  been  so  scarce.  We  may  possibly  get 
more  chickens,  perhaps  more  of  some  fruits  like  apples, 
depending  on  the  crop,  and  perhaps  more  fats  in  the 
form  of  margarine. 

Amateur  Growers  and  Processors 

The  civilian  is  a  very  important  part  of  the  food 
program.  The  farmer  is  a  civilian  and  he  is  the  basic 
producer.  All  of  us  may  be  producers  with  our  Victory 
Gardens,  of  which  it  is  estimated  there  are  some  20,- 
000,000  in  the  country.  But  this  is  a  decidedly  uncer¬ 
tain  source  of  food.  A  Victory  Garden  is  started  with 
enthusiasm,  but  many  times  the  crops  do  not  mature, 
or  the  seeds  rot,  or  the  yield  isn’t  properly  harvested. 
It  is  not  a  very  safe  supply  to  count  on.  In  the  first 
World  War,  it  was  claimed  by  some  observers  that  the 
loss  of  seed  and  fertilizer  was  greater  than  the  amount 
of  food  obtained  from  the  Victory  Gardens.  With  the 
greater  amount  of  information  on  gardening  avail¬ 
able  to  us,  our  experience  in  this  war  ought  to  be 
better. 

Then  we  have  the  amateur  stock  raisers,  like  the 
poultry  and  rabbit  raisers  who  are  adding  to  the 
supply.  We  have  the  home  processors,  people  with 
gardens — Victory  or  otherwise — who  are  processing 
in  the  home  by  one  of  the  three  available  methods  for 
preserving  food. 

The  home  canner  was  quite  prominent  in  the  last 
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war  but  a  great  deal  of  the  material  spoiled  due  to  the 
use  of  improper  methods  of  canning.  The  acid  fruits, 
or  vegetables,  like  tomatoes,  are  adaptable  to  ordinary 
kitchen  sterilization — boiling  water.  The  nonacid 
vegetables,  peas  and  beans,  require  pressure  steriliza¬ 
tion.  While  there  have  been  a  great  many  more  pres¬ 
sure  cookers  in  the  home  in  the  last  twenty-five  years, 
it  is  still  a  question  how  much  good  material  will  be 
canned  in  the  home  this  year. 

Another  method  that  is  being  used  these  days  is 
home  freezing.  There  are  in  this  country  about  4,500 
so-called  locker  plants  where  the  consumers  can  rent 
locker  space.  Home-slaughtered  meat  and  poultry  can 
be  safely  stored  in  these  lockers  until  desired  for  con¬ 
sumption.  The  locker  company  will  also  cut  and  wrap 
the  meat  for  storage.  This  is  a  means  of  saving  meats 
and  poultry.  Home  freezing  is  not  adaptable  to  vege¬ 
tables  unless  they  are  first  properly  blanched. 

Still  another  method  which  was  used  to  only  a 
minor  extent  in  the  last  war  is  home  dehydration  or 
home  drying.  Food  dried  in  this  manner  is  likely  to 
lose  most  of  its  nutritive  value,  unless  great  care  is 
taken  to  follow  approved  methods. 

We  civilians  can  help  in  this  problem  by  first  of  all 
understanding  what  is  expected  of  us  in  the  food  pro¬ 
gram.  We  can  help  by  choosing  from  those  foods 
which  are  available  the  proper  combinations  to  give 
us  as  nutritious  a  diet  as  possible.  ]Most  of  all  we  can 
help  by  avoiding  waste. 

The  picture  isn’t  very  favorable.  But  I  think  we 
have  the  ingenuity,  the  resourcefulness  and  patriotism 
in  this  country  to  produce  the  amount  of  food  neces¬ 
sary  to  maintain  the  health  of  our  people. 

In  England,  under  a  reduced  diet  for  several  years, 
there  has  been  no  serious  malnutrition.  In  fact,  the 
health  of  English  people  is  better  today  than  it  was 
before  the  war. 

Need  jor  Proteins  and  Fats 

The  trends  in  agriculture  under  present  conditions 
are  promising.  We  are  going  to  raise  all  we  can,  but  the 
great  shortage  in  this  country — and  for  that  matter  in 
the  world — is  in  proteins  and  fats.  The  tendency 
should  be,  and  I  believe  will  be,  to  raise  those  foods 
which  are  high  in  protein  and  are  oil  bearing.  By  that 
I  mean  soy  beans,  peanuts,  and  cottonseed  meal — 
the  last  mentioned  a  perfectly  nutritious  product  but 
one  which  has  been  used  very  little  for  human  food. 

Another  product  of  high  protein  value  is  yeast.  It 
has  enormous  possibilities  for  furnishing  the  vegetable 
proteins  we  need,  now  that  we  can’t  get  enough  of  the 
animal  proteins. 

Research  is  under  way  to  increase  those  crops  which 
have  higher  vitamin  content.  The  foods  needed  for  the 


Army  are  the  high  protein  foods  and  the  high  pro¬ 
tective  foods — vitamin  foods  like  fresh  fruits  and  vege¬ 
tables.  A  great  deal  of  work  is  being  done  to  increase 
the  vitamin  C  content  of  tomatoes.  Because  of  the 
shortage  of  vitamin  C,  any  increase  in  the  supply  of 
it  will  be  helpful. 

There  will  be  increased  utilization  of  new  grain 
crops  which  have  not  heretofore  been  used  for  any 
particular  purpose — sorghum,  for  example,  which  is 
a  grain  crop  largely  used  for  forage.  It  has  a  head  that 
can  be  made  into  starch  which  duplicates  very  closely 
some  of  the  imported  starches  and  it  is  also  useful  for 
food  and  industrial  purposes.  The  same  thing  is  true  of 
various  hybrid  corns  which  will  become  permanent 
crops  after  the  war. 

Foods  must  be  stored  under  conditions  that  prevent 
rancidity  and  mold.  Packaged  foods  must  have  im¬ 
proved  containers. 

In  processed  foods,  one  of  the  great  changes  that  has 
taken  place  is  the  greater  appreciation  of  the  impor¬ 
tance  of  nutrition.  This  is  seen  in  the  emphasis  on  re¬ 
search,  education  and  the  government  enrichment  pro¬ 
gram.  One  of  the  greatest  factors  we  have  had  for 
increasing  nutrition  research  is  the  Nutrition  Founda¬ 
tion,  which  is  being  sponsored  by  about  a  score  of  food 
manufacturers. 

Also  there  is  the  improvement  in  nutrition  educa¬ 
tion  brought  about  by  the  large  increase  in  the  number 
of  nutrition  courses  being  given  in  schools  and  col¬ 
leges,  and  the  nutrition  information  given  out  by  our 
food  manufacturers  and  the  government  through  radio 
programs  and  pamphlets. 

The  trend  to  restore  to  food  the  properties  of  the 
natural  grain  which  have  been  lost  through  processing, 
so  that  in  its  final  form  the  food  will  have  all  the 
nutritive  qualities  of  the  grain  from  which  it  was 
made,  is  on  the  increase.  In  the  future  you  will  find 
the  manufacturer  developing  processes  that  retain  the 
natural  vitamins,  minerals  and  nutritive  content,  while 
at  the  same  time  preparing  them  in  an  attractive  way 
so  you  will  want  to  buy  them. 

IMost  people  prefer  white  flour  in  spite  of  all  the 
efforts  to  increase  whole  wheat  flour  consumption.  By 
enriching  white  flour  the  equivalent  of  the  whole 
wheat  flour  can  be  attained. 

New  Types  of  Preservation 

Developments  in  the  preservation  of  foods  will  con¬ 
tinue.  The  canner  will  continue  to  do  business,  per¬ 
haps  with  a  new  type  of  container.  There  will  be  the 
rigid  container — perhaps  with  a  different  coating.  It 
may  be  that  the  enormous  increase  in  the  amount  of 
aluminum  and  magnesium  available  will  give  us  other 
types  of  rigid  containers  which  the  canner  will  use. 
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The  canner  is  in  a  particularly  fortunate  position  for 
he  has  all  the  food  preparation  equipment  and  can 
instal  freezing  or  drying  equipment  if  he  so  desires. 

Frozen  Foods 

In  recent  years  the  importance  of  frozen  foods  has 
become  increasingly  evident.  The  industry  is  going 
ahead  rapidly.  The  material  is  freed  at  the  source 
from  waste  and  this  waste  is  used  economically.  The 
future  of  quick-frozen  foods  is  indeed  bright  because 
we  have  not  yet  scratched  the  surface  of  the  industry’s 
possibilities. 

Dehydration 

Mention  of  the  frozen  foods  leads  us  to  dehydration 
and  its  corollary,  compression.  Dehydration  is  not 
new.  It  is  one  of  the  oldest  methods  of  food  preserva¬ 
tion.  It  started  as  much  of  a  furor  in  the  first  World 
War  as  it  has  in  this  one.  In  fact,  twenty-five  years  ago 
I  attended  a  dinner  in  Boston  at  which  every  item 
was  dehydrated,  and  it  was  a  good  dinner. 

After  the  first  World  War,  however,  dehydration 
died  almost  overnight  because  its  products  were  not 
comparable  in  quality  with  fresh  or  canned  foods  and 
because  the  consumer  would  not  take  the  necessary 
time  to  rehydrate  them.  The  housewife  could  buy 
canned,  fresh  and  later  frozen  foods  which  she  could 
use  directly.  Hence,  there  was  little  progress  for 
twenty-five  years.  It  can  safely  be  said  that  within  the 
last  year  more  progress  has  been  made  in  dehydration 
than  during  the  whole  period  since  the  last  war.  To¬ 
day,  there  are  some  very  fine  products  available. 

The  dried  items  for  which  demand  continued  after 
World  War  I  were  raisins,  prunes,  dried  milk,  eggs  and 
some  of  the  other  things  which  had  existed  before  the 
war.  Now  we  have  a  very  fine  line  of  dried  soups.  De¬ 
hydrated  mashed  potatoes  are  almost  comparable  with 
freshly  pared  potatoes.  They  save  the  consumer  much 
work  and  give  her  a  product  which  is  easy  to  use  at 
a  cost  that  is  not  prohibitive  as  compared  with  the 
fresh. 

Compressed  Foods 

The  corollary  I  spoke  of  is  the  compression  of 


dried  foods  into  cakes  that  are  small  in  volume.  De¬ 
hydration  saves  about  90%  of  the  weight;  it  doesn’t 
save  much  volume.  By  compressing  food  into  cakes 
the  volume  is  reduced  as  much  as  60%. 

The  future  for  compressed  foods  should  be  attrac¬ 
tive.  Advertising  men  won’t  like  the  loss  of  display 
value,  but  the  grocery  store  can  be  smaller,  as  less 
space  will  be  needed  for  storage. 

Chemical  Preservation 

The  fourth  method,  which  has  had  very  little  en¬ 
couragement  to  date,  but  which  I  believe  will  advance 
is  chemical  preservation.  The  nearest  we  have  to  that 
is  salting.  There  are  a  number  of  other  chemicals, 
such  as  sulphur,  which  can  be  used  in  minute  quanti¬ 
ties  to  preserve  food  and  yet  be  harmless  to  the  body. 
I  think  we  will  have  properly  controlled  chemical 
preservation  as  one  of  the  accepted  methods  of  food 
preservation. 

Postwar  Shifts 

Food  habits  of  necessity  must  change — at  least 
temporarily.  Probably  for  the  duration  all  of  us  will 
be  under  a  reduced  meat,  fat,  and  sugar  diet.  After 
the  war  we  may  go  back  to  the  steaks  and  sweets  we 
had  before. 

Over  the  last  forty  years  the  amount  of  food  con¬ 
sumed  in  this  country  has  been  about  the  same — just 
a  little  less  than  a  ton  a  year  per  individual.  It  de¬ 
creased  somewhat  during  the  first  World  War  but  re¬ 
turned  to  the  old  figure  when  peace  came.  There  is 
reason  to  believe  our  food  consumption  will  return  to 
old  levels  after  the  war.  The  boys  in  the  Army  will 
want  mother’s  pies  again.  They  may  become  tired  of 
some  items  in  Army  diet  and  not  eat  them  for  a  while, 
but  in  general  when  they  get  home  they  will  go  back 
to  the  foods  they  had  before  the  war.  After  this  war 
is  over,  our  foods  will  again  be  more  colorful,  more 
nourishing,  more  appetizing,  more  nutritious,  and 
better  packaged. 

Packaged  foods  will  remain  because  better  foods 
for  all  people  are  a  necessity  of  advancing  civilization. 
It  is  generally  agreed  that  we  can  never  afford  to 
sacrifice  quality. 


Discussion 


Chairman:  I  would  like  to  ask  Mr.  Waters  about 
the  problem  of  conversion  and  the  status  of  equip¬ 
ment  in  the  food  industry,  if  there  is  any  problem 
there. 

Mr.  Waters:  The  food  industry  has  the  same  prob¬ 
lem  that  others  do.  We  have  had  to  make  use  of  ex¬ 


isting  equipment  because  new  equipment  has  not  been 
available. 

I  do  know  of  several  instances  where  processes 
which  have  been  in  existence  for  fifty  years  and  have 
been  subject  to  constant  research  have  been  improved 
recently.  In  one  case  the  process  was  considered  nearly 
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perfect,  but  the  output  was  increased  50%  by  further 
study. 

Scientific  research  at  the  present  time  is  at  an  all- 
time  high.  There  never  was  so  much  interest  in  food 
research,  in  fact,  as  we  have  right  now.  The  labora¬ 
tories  of  the  food  industry  are  working  overtime  to 
improve  existing  products.  They  have  in  reserve  a 
long  list  of  new  products  that  are  going  to  appear  just 
as  soon  as  the  equipment  and  the  raw  materials  are 
again  available.  After  this  war  there  will  be  a  new 
array  of  food  products  that  will  tempt  the  consumer. 

Question:  I  would  like  to  ask  a  question  about  food 
habits  after  the  war.  I  understood  you  to  say  that 
when  the  soldiers  came  back  they  might  be  tired  of 
some  foods  and  would  want  to  go  back  to  mother’s 
pies.  Am  I  correct  in  my  understanding  that  the  food 
industry  is  going  to  make  foods  so  attractive  that  the 
new  processed  foods  can’t  be  distinguished  from  the 
old  foods?  Is  that  what  you  meant? 

I\Ir.  Waters:  I  said  that  at  the  end  of  the  last  war 
the  soldiers  became  tired  of  some  items  in  the  Army 
diet.  Perhaps  they  won’t  want  for  a  little  while  some 
items  they  will  have  had  in  their  Army  rations  in  this 
war. 

We  are  attempting  in  the  food  industry  to  make 
everything  so  attractive  that  the  commercial  product 
is  just  as  good  as  mother  used  to  make,  and  we  hope 
better. 

I  do  think  the  total  intake  of  food  isn’t  going  to 
vary  very  much  from  the  ton  a  year  we  have  had 
right  along.  That  figure  hasn’t  varied  very  much,  but 
the  composition  of  the  ton  has  varied  enormously.  We 
have  seen  the  growth  of  such  items  as  tomato  juice 
that  wasn’t  known  ten  or  fifteen  years  ago,  the  vege¬ 


table  juices,  and  the  enormous  increase  in  the  con¬ 
sumption  of  fresh  fruits  and  vegetables. 

Nutrition  education  has  had  its  effect  and  will  con¬ 
tinue  to  have  its  effect.  We  wdll  be  eating  different 
things.  Palatability  and  flavor  are  as  important  as 
nutrition,  but  we  must  have  proper  nutrition.  Food 
has  to  be  good.  You  have  to  like  our  food  or  we  can’t 
continue  to  sell  it. 

Question:  Do  you  feel  that  the  advances  that  have 
been  made  in  the  technique  of  drying  are  going  to 
establish  dehydrated  foods  more  firmly  in  the  domestic 
market,  or  is  it  something  that  will  parallel  the  in¬ 
dustry’s  experience  of  the  last  war,  where  it  was 
largely  an  emergency  measure  which  faded  out  of  the 
picture  when  we  could  get  canned  goods  and  frozen 
goods  again  in  any  quantity  desired? 

Mr.  Waters:  I  feel  that  we  aren’t  going  to  repeat 
the  experience  of  the  last  war,  for  I  think  that  dehy¬ 
dration  has  come  to  have  a  very  definite  place  as  a 
method  of  preservation. 

Certain  items  I  mentioned  continued  after  the  last 
war.  After  this  war  some  dehydrated  foods  will  be 
acceptable.  They  will  establish  themselves  and  become 
a  part  of  our  preservation  program,  along  with  canning 
and  freezing  and  the  other  methods.  I  think  dehy¬ 
dration  is  here  to  stay.  It  has  made  enormous  ad¬ 
vances;  it  has  a  great  distance  still  to  go  in  appear¬ 
ance,  in  palatability  in  some  cases  and  in  the  retention 
of  nutritive  properties.  Those  qualifications  are  being 
improved  and  it  is  going  to  be  possible,  I  believe,  to 
have  dehydrated  food  you  will  accept  and  like.  The 
enormous  advantages  in  shipping  costs  and  in  space 
occupied  will  also  help  to  make  a  place  for  it. 


PROBLEMS  OF  THE  COTTON  TEXTILE  INDUSTRY 

By  Claudius  T.  Murchison 
President,  The  Cotton  Textile  Institute,  Inc. 


The  war  has  had  a  spectacular  effect  on  the  vol¬ 
ume  of  activity  in  the  cotton  textile  industry. 
Prior  to  1939  we  regarded  an  annual  cotton  consump¬ 
tion  of  6,000,000  bales  as  reasonably  normal.  At  the 
present  time,  and  for  more  than  a  year,  in  fact,  the 
industry’s  cotton  consumption  rate  has  been  close  to 
12,000,000  bales.  Despite  this  doubling  of  output,  ap¬ 
proximately  70%  of  the  industry’s  unfilled  orders  are 
for  urgent  military  and  civilian  needs  and  carry  pri¬ 
ority  ratings  of  A-10  or  better.  Production  for  ordinary 
civilian  consumption  is  far  below  existing  demand. 


and  only  a  few  weeks  ago  Donald  Nelson  intimated 
that  rationing  of  textile  fabrics  might  eventually  be¬ 
come  necessary.  Within  the  limits  of  physical  equip¬ 
ment  and  available  manpower,  the  industry  is  opera¬ 
ting  at  maximum  capacity  and  in  every  possible  way 
is  striving  to  increase  its  output. 

Conversion  and  Expansion 

Not  only  has  the  production  volume  of  the  indus¬ 
try  undergone  a  great  change,  but  the  character  of 
the  production  has  been  revolutionized.  The  L-99  con- 
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version  order,  with  its  subsequent  amendments,  em¬ 
braces  60%  or  more  of  the  entire  yardage  output. 
Under  its  directive  many  mills  are  producing  fabrics 
which  they  previously  produced  in  small  volume  or 
not  at  all.  Along  with  the  conversion  of  looms  to  un¬ 
accustomed  fabrics  there  has  been  a  marked  change 
in  fabric  qualities,  which  for  the  most  part  has  taken 
the  form  of  reduced  thread  counts  per  inch  in  order 
to  procure  greater  swiftness  in  weaving. 

Accompanying  this  change  in  volume  and  character 
of  production  has  been  a  phenomenal  increase  in  vol¬ 
ume  of  employment.  From  a  prewar  average  of  around 
340,000  the  number  of  employees  has  now  grown  to 
approximately  520,000.  From  its  male  employees  be¬ 
tween  eighteen  and  thirty-eight,  the  industry  has 
naturally  lost  heavily  to  the  armed  forces.  To  an  even 
greater  degree  it  has  suffered  losses  of  skilled  per¬ 
sonnel  to  the  emergency  war  industries  whose  man¬ 
power  needs  and  rates  of  pay  were  much  greater.  Per¬ 
sonnel  replacements  are  still  in  process  of  training, 
which  means  that  the  percentage  of  inexperienced 
workers  in  the  industry  is  the  highest  on  record.  The 
majority  of  replacements  have  been  women.  In  great 
numbers  they  are  now  taking  jobs  which  traditionally 
have  been  performed  only  by  men.  Prior  to  the  war 
only  about  40%  of  the  industry’s  employees  were 
female.  By  the  end  of  this  year  the  percentage 
will  undoubtedly  be  as  high  as  60%  and  may  go  much 
higher  than  this  before  the  end  of  the  emergency. 

From  many  points  of  view,  therefore,  the  industry 
from  its  present  high  and  exciting  position  faces  the 
period  of  postwar  adjustment  with  genuine  concern. 
There  is  no  disposition  to  take  the  attitude,  “Let’s 
cross  that  bridge  when  we  come  to  it.”  Industry  think¬ 
ing  has  already  reached  the  point  where  cooperative 
effort  is  being  designed  for  the  purpose  of  meeting  with 
the  highest  degree  of  intelligence  the  ultimate  shock 
which  we  know  is  coming.  In  our  preliminary  visuali¬ 
zation  of  the  tasks  to  be  accomplished,  we  were  tre¬ 
mendously  surprised  to  discover  the  extent  of  neces¬ 
sary  dependence  on  government  policy  and  practices. 
These  latter  are  of  the  utmost  importance,  and  are  so 
placed  that  the  timing  of  their  final  disposition  is 
prerequisite  to  the  effective  use  of  the  industry’s  own 
private  plans  and  efforts. 

Need  for  Clarification  of  Government  Policy 

The  first  of  these  is  a  timeliness  and  orderliness  in 
the  termination  of  government  contracts,  priorities, 
allocations,  freezing  regulations  and  other  devices  of 
control.  In  respect  to  all  these  it  is  obvious  that  the 
schedules  of  cancellations  and  reductions  should  be 
carefully  worked  out  with  a  view  to  obviating  a  period 
of  excessive  slack  between  the  regime  of  war  produc¬ 


tion  and  the  renewal  of  peacetime  activity.  Whether 
such  a  program  of  readjustment  should  be  swift  or 
slow  depends  entirely  on  the  duration  of  the  conflict 
and  whether  the  enemy  countries  surrender  in  unison 
or  succumb  gradually,  one  by  one,  over  an  extended 
period.  Present  planning,  however,  should  be  based 
on  the  assumption  that  the  end  of  the  conflict  will 
be  abrupt,  so  that  the  transformation  to  peacetime 
production  should  be  as  speedy  as  is  humanly  possible. 
This  assumption  should  be  changed  only  as  develop¬ 
ing  circumstances  require. 

Without  doubt  the  end  of  the  war  will  find  the 
government  in  possession  of  huge  inventories  of  textile 
goods  of  every  type  and  description.  Knowledge  of 
government  intentions  as  to  the  disposition  of  these 
huge  supplies  will  be  essential  to  the  rearrangement 
of  production  schedules. 

The  end  of  the  war,  if  abrupt,  will  occasion  not  only 
the  termination  of  government  contracts,  but  like¬ 
wise  make  necessary  an  immediate  settlement  of  the 
government’s  financial  obligations  to  the  industry.  The 
greater  part  of  the  industry’s  capital  resources,  virtu¬ 
ally  every  enterprise  in  the  industry,  will  have  been 
committed  to  the  fulfilment  of  government  contracts. 
Toward  the  satisfaction  of  these  contracts,  millions  of 
bales  of  cotton  will  have  been  purchased,  billions  of 
pounds  of  yarns  and  fabrics  will  be  in  process,  and 
hundreds  of  millions  of  yards  of  finished  goods  will  be 
in  storage  awaiting  shipping  instructions  which  may 
never  come.  Inasmuch  as  the  industry’s  average  proc¬ 
essing  period  from  the  cotton  bale  to  the  finished 
fabric  represents  a  period  of  approximately  three 
months,  it  can  readily  be  seen  how  difficult  the  trans¬ 
ition  will  be  from  the  specialized  fabrics  of  war  to 
those  which  will  be  most  needed  in  civilian  consump¬ 
tion. 

It  is,  of  course,  impossible  to  say  with  exactness 
what  the  government’s  financial  commitments  to  the 
industry  will  be  at  the  termination  of  the  conflict,  but 
if  we  assume  that  outstanding  contracts  represent  four 
to  five  months’  production,  which  in  my  opinion  is 
conservative,  the  total  sum  including,  of  course,  all 
finished  cotton  items  which  go  into  military  and  war 
industry  uses  could  possibly  be  as  much  $1,500,000,000. 
Since  the  industry’s  capital  investment  is  not  more 
than  $1,400,000,000,  the  speedy  and  equitable  liquida¬ 
tion  of  these  outstanding  contracts  will  be  absolutely 
imperative  if  the  industry  is  to  avoid  heavy  curtail¬ 
ment  and  retarded  adjustment  to  peacetime  oppor¬ 
tunities. 

The  Postwar  Lend-lease  Program 

A  third  requirement  of  the  type  of  planning  which 
is  dependent  on  government  policy  is  a  reasonably  re- 
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liable  estimate  from  time  to  time  as  the  war  progresses 
of  the  government’s  postwar  lend-lease  requirements 
and  the  probable  volume  of  its  procurements  for  the 
relief  programs  initiated  by  the  OflSce  of  Rehabilita¬ 
tion  under  the  directorship  of  ex-Governor  Lehman.  It 
is  our  present  supposition  that  lead-lease  requirements 
will  be  limited  after  the  war  to  the  continuing  mili¬ 
tary  needs  of  the  United  Nations.  We  must  assume, 
however,  that  the  rehabilitation  programs  will  be  truly 
vast  in  scope.  The  territories  conquered  or  economi¬ 
cally  paralyzed  by  the  enemy  nations  have  a  popula¬ 
tion  in  excess  of  500,000,000  people.  If  the  war  lasts 
for  another  year,  it  may  safely  be  assumed  that  such 
populous  areas  as  China.  Malaya,  Sumatra,  Java,  the 
Philippines,  the  Balkan  States  and  Poland  will  be  de¬ 
nuded  of  textiles  to  the  extent  of  virtual  nakedness. 
The  yardage  which  they  will  require  for  the  restora¬ 
tion  of  a  minimum  standard  of  comfort  and  decency 
will  be  enormous.  In  filling  that  great  void  we  can, 
of  course,  expect  some  aid  from  the  mills  of  England, 
but  certainly  for  the  first  year  the  brunt  of  supply 
must  be  borne  by  America. 

It  is  hard  to  believe  that  the  immediate  and  urgent 
needs  of  the  areas  which  I  have  named  will  be  less 
than  five  billion  yards,  which  will  be  approximately 
40%  of  a  year’s  production  in  the  United  States  at  the 
present  rate.  It  is,  of  course,  purely  problematical  that 
a  supply  of  goods  so  great,  however  badly  it  might  be 
needed,  could  be  financed  and  moved  to  these  im¬ 
poverished  peoples.  Nevertheless,  the  objective  is  so 
clean-cut  and  so  urgent  that  any  visible  approach  to 
the  end  of  the  war  should  be  accompanied  by  active 
and  fairly  accurate  planning  for  its  accomplishment. 

Foreign  Trade 

In  addition  to  lend-lease  and  rehabilitation  exports, 
there  will,  of  course,  be  a  residuum  of  private  com¬ 
mercial  trade.  In  the  interest  of  speedy  restoration  of 
normal  international  trade,  it  is  important  that  this 
residuum  be  encouraged  and  supported  in  every  way 
possible.  In  most,  if  not  all,  of  the  occupied  countries, 
the  machinery  for  funds  of  foreign  exchange  and  the 
domestic  currency  systems  will  be  in  a  state  of  col¬ 
lapse. 

Our  own  government  will  no  doubt  have  to  assume 
the  major  role  of  shoring  up  the  financial  structure  of 
foreign  trade.  Even  more  than  this  may  be  necessary 
if  private  trade  is  to  be  resumed  quickly  and  in 
substantial  volume.  Government  aid  in  financing  the 
importing  countries,  in  protecting  the  financial  status 
of  American  exporters,  in  the  reestablishment  of  ship¬ 
ping  routes  and  facilities,  in  the  maintenance  of  open 
markets  abroad,  will  be  necessary  in  varying  degrees 


if  we  enter  the  period  of  peace  thoroughly  prepared 
for  its  opportunities.  It  is  important  in  this  stage 
of  trade  resumption  that  direct  government  participa¬ 
tion  in  the  sale  and  transfer  of  goods  should,  as  a 
matter  of  policy,  be  kept  at  that  minimum  dictated 
only  by  urgent  needs  of  a  relief  nature. 

Our  industry’s  planning  must  envi.sage  still  another 
contingency  which  is  wholly  in  the  hands  of  the  gov¬ 
ernment.  What  will  be  the  postwar  attitude  regarding 
the  importation  of  jute?  The  Japanese  conquest  of 
Southeast  Asia  and  the  closing  of  the  Mediterranean 
reduced  sharply  the  shipments  of  jute  to  the  United 
States.  Cotton  has  been  called  upon  to  make  up  the 
deficiency  and  probably  750,000,000  yards  of  cotton 
fabrics  are  now  being  diverted  into  uses  formerly  oc¬ 
cupied  by  jute. 

Will  we  sacrifice  a  development  which  accounts  for 
the  annual  consumption  of  a  quarter  of  a  million  bales 
of  cotton  and  the  employment  of  a  good  many  thou¬ 
sand  people  at  a  time  when  we  are  hovering  on  the 
brink  of  a  production  decline  and  a  genuine  employ¬ 
ment  collapse?  These  are  questions  which  cannot  yet 
be  answered,  but  I  raise  them  to  indicate  that  until 
the  answer  is  forthcoming,  any  industry  planning 
will  retain  a  wide  margin  of  uncertainty. 

The  future  of  the  industry  will  be  seriously  influ¬ 
enced  also  by  the  government’s  raw  cotton  policy. 
The  price  and  supply  of  American  cotton  and  its  place 
in  international  trade  are  a  100%  political  issue.  With 
respect  to  cotton,  we  have  not  yet  reached,  and  prob¬ 
ably  will  not  for  a  long  time  reach,  a  point  where  we 
can  say,  “This  is  our  established  and  permanent  cot¬ 
ton  policy.”  The  problem  is  an  extremely  complicated 
one  economically,  as  well  as  politically,  and  the  manu¬ 
facturing  division  of  the  industry  will  not  presume  to 
plan  or  recommend.  Our  duty  is  to  take  the  cotton  as 
it  comes  to  us,  and  apply  to  it  the  best  research,  the 
best  technology,  the  best  distribution,  and  the  best 
promotion  that  we  can  command  in  order  to  achieve 
maximum  consumption. 

Competitive  Factors 

The  industry  recognizes  fully  the  Importance  of 
maintaining  the  prosperity  of  cotton  agriculture,  not 
only  for  the  economic  well-being  of  the  South,  but  for 
the  economic  stability  of  the  entire  nation.  The  indus¬ 
try,  therefore,  is  not  only  willing  but  anxious  to  pay 
for  cotton  the  maximum  price  consistent  with  a  pros¬ 
perous  agriculture  and  with  competitive  marketing  of 
cotton  products.  Accepting  this  principle  in  full,  there 
still  remains  the  duty  to  point  out  in  an  economic 
analysis  that  the  strength  and  reach  of  the  textile  in¬ 
dustry  as  a  proces.sor  of  cotton  are  conditioned  by 
the  price  of  the  staple. 
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Closely  related  to  this  fact  is  the  swift  technical 
progress  being  made  in  synthetic  fibers  and  in  the 
paper  industry.  Also  related  to  it  is  the  question  of 
export  subsidies,  compensatory  tariffs,  import  quotas 
and  other  headaches  which  become  extremely  acute, 
not  only  to  the  government  and  the  farmers,  but  to 
anyone  trying  to  visualize  the  outcome. 

Price  Position  in  International  Markets 

The  cotton  textile  industry,  perhaps  more  than  any 
other  well-established  manufacturing  industry,  sees  in 
its  own  position  the  paradox  of  conflicting  domestic 
and  international  policies.  With  respect  to  interna¬ 
tional  affairs  the  prevailing  sentiment  in  our  govern¬ 
ment  and  in  the  majority  thinking  of  the  American 
people  is  for  lowered  trade  barriers.  Greater  free¬ 
dom  of  commerce  is  demanded;  the  continuing  de¬ 
crease  in  tariff  rates,  the  stimulation  of  imports  from 
abroad — all  as  an  expression  of  faith  in  the  doctrine 
that  international  peace  and  brotherhood  are  in  pro¬ 
portion  to  international  trade.  Taken  alone,  sentiment 
and  doctrine  are  unassailable.  But  we  are  not  allowed 
to  take  them  alone. 

With  equal  fervor  and  determination  we  build  a 
domestic  economic  policy  compounded  of  high  wages, 
short  hours,  high  prices  of  agricultural  products, 
which  are  the  major  raw  materials  of  industry,  re¬ 
strictions  on  individual  output  in  industry  and  in¬ 
numerable  additional  elements  which  may  be  justified 
from  the  standpoint  of  the  domestic  society  but  which 
serve  to  destroy  completely  normal  competitive  rela¬ 
tionships  with  foreign  countries. 

We  probably  have  a  number  of  industries  which 
for  the  time  being,  and  for  special  reasons,  can  cope 
successfully  with  these  handicaps.  The  textile  industry 
is  not  one  of  these.  It  was  an  old  industry  in  other 
countries  before  it  ever  came  to  America.  Inventive 
genius  and  technological  excellence  as  applied  to  this 
industry  are  not  the  monopoly  of  any  one  nation.  All 
the  efficiency  that  could  be  dreamed  of,  much  less  re¬ 
alized,  is  not  adequate  to  overcome  differentials  of 
50%  in  the  cost  of  raw  material.  Added  to  this  is  the 
fact  that  the  American  wage  scale  is  from  100%  to 
1,000%  higher  than  those  of  competing  countries.  The 
cotton  textile  industry  of  the  United  States  cannot 
live  without  substantial  tariff  protection,  and  I  believe 
this  is  equally  true  of  the  woolen  and  rayon  divisions 
of  the  industry.  To  those  who  know  international 
cost  relationships  in  textile  manufacture,  the  current 
talk  of  diminished  tariff  protection  for  textiles  is  sheer 
hocus  pocus.  It  is  made  irrelevant  and  nonsensical  by 
the  domestic  policy  which  the  American  people  them¬ 
selves  have  created. 


Problems  of  Reconversion 

We  now  turn  to  a  consideration  of  those  tasks 
which  must  be  planned  and  carried  out  by  the  in¬ 
dustry  primarily  on  its  own  responsibility.  The  first 
of  these  is  the  orderly  reconversion  of  machinery  to 
peacetime  production.  The  machinery  itself  wiU  be 
badly  worn  and  battered.  Most  of  it  will  have  operated 
throughout  the  duration  twenty-four  hours  a  day, 
six  days  a  week,  and  much  of  it  will  have  been  op¬ 
erated  seven  days  a  week.  Repair  and  maintenance 
will  have  been  accomplished  with  great  difficulty  be¬ 
cause  of  the  continuity  of  operation  and  because  of 
the  extreme  scarcity  of  repair  parts.  To  establish  it¬ 
self  on  a  thoroughly  efficient  production  basis,  the 
greater  part  of  the  industry  will  need  entirely  new 
equipment.  The  machinery  manufacturers  will  be 
subjected  to  the  greatest  deluge  of  orders  they  have 
ever  known.  It  is  highly  desirable  that  each  mill  op¬ 
erator  plan  for  probable  machinery  needs  as  far  in 
advance  as  possible  and  have  his  orders  ready  for 
placement  just  as  soon  as  they  can  be  given  consid¬ 
eration  by  the  machinery  manufacturers. 

Reconversion  of  production  also  assumes  a  knowl¬ 
edge  of  the  market  changes  which  have  occurred  dur¬ 
ing  the  period  of  conflict,  and  also  a  knowledge  of  new 
products  which  have  been  developed  and  refinements 
or  modifications  of  old  products.  With  the  exception 
of  certain  staple  goods,  such  as  sheetings  and  towels, 
it  is  not  likely  that  many  mills  can  return  to  their  old 
production  schedules  with  assurance  that  the  new 
world  will  have  open  arms  for  what  they  produce. 

Under  the  stimulus  of  military  requirements,  the 
range  of  cotton  fabrics  has  been  greatly  widened,  the 
potential  uses  have  been  enormously  enlarged,  much 
progress  has  been  made  with  new  finishes,  both  with 
respect  to  their  application  and  to  the  materials 
which  are  used.  Thoroughgoing  market  analyses  will 
be  essential  in  the  field  of  industrial  uses  and  in  that 
of  individual  and  household  uses.  For  such  continuing 
market  studies  definite  plans  are  now  being  made. 

Necessity  for  Intensifieb  Research 

Of  even  greater  importance  in  the  long  run  is  the 
necessity  of  pure  scientific  and  technical  research  on 
a  large  and  coordinated  scale.  This  is  obviously  essen¬ 
tial  because  of  the  phenomenal  scientific  progress  in 
the  production  of  synthetic  fibers,  paper  products, 
plastics,  and  metal  containers.  If  the  textile  industry 
is  to  remain  primarily  a  cotton  textile  industry,  scien¬ 
tific  improvements  in  the  utilization  of  cotton  must 
keep  pace  with  those  which  are  so  evident  in  the  com¬ 
petitive  fields  which  I  have  just  named.  All  scientists 
agree  that  cotton  research  is  still  in  its  infancy.  We 
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know  extremely  little  of  the  physical  properties  of 
the  fiber  itself  and  have  only  begun  to  visualize  the 
possibilities  of  chemical  treatment  of  the  fiber. 

A  tremendous  improvement  toward  greater  re¬ 
search  effort  has  been  started  within  the  past  few 
months.  Research  interests  and  facilities  are  being 
developed  in  the  great  regional  research  laboratories 
in  New  Orleans,  in  the  other  laboratories  of  the  United 
States  Department  of  Agriculture,  in  the  textile 
schools  of  the  country,  in  such  agencies  as  the  Textile 
Research  Institute,  the  National  Cotton  Council  and 
the  Cotton-Textile  Institute.  Recently,  substantial 
appropriations  have  been  made  by  the  State  of  Texas 
for  cotton  research  in  that  area  and  considerable  sums 
have  been  raised  by  the  cotton  manufacturers  of 
North  Carolina  for  enlarged  research  in  that  state. 
This  promotion  and  financial  support  of  research  de¬ 
finitely  constitutes  a  large  part  of  the  industry’s 
planning  program. 

Problems  of  Promotion 

Another  important  part  of  our  planning  is  a  co¬ 
operative  promotion  of  cotton  goods  on  a  greater  scale 
than  ever  before  attempted.  This  promotion  embraces 
improved  methods  of  distribution,  the  influencing  of 
fashion  elements,  industrial  as  well  as  personal  con¬ 
sumption,  the  development  of  greater  public  under¬ 
standing,  and  the  appreciation  of  the  utilities  of  cotton 
products. 

In  order  to  launch  more  successfully  the  innova¬ 
tions  of  fabric,  of  finish,  of  utility,  and  of  fashion,  a 
closer  working  coordination  of  the  various  groups 
within  the  industry  will  be  sought.  The  customary 
relationships  of  spinner,  of  weaver,  of  finisher,  of  con¬ 
verter,  of  garment  manufacturer,  interior  decorator, 
and  wholesaler  and  retailer,  have  resulted  in  great 
excellence  of  performance  during  periods  which  are 
comparatively  static  as  regards  the  character  of  the 
industry’s  output  and  general  economic  conditions. 
But  in  periods  of  rapid  change,  which  involve  the 
revolutionary  transitions  which  we  must  anticipate 
in  the  near  future,  the  customary  relationships  of  the 
industry  do  not  facilitate  rapid  and  constructive  ad¬ 
justment.  The  various  groups  are  too  remote  from 
each  other;  they  are  too  impersonal.  The  lines  of  cleav¬ 


Chairman:  I  was  very  much  interested  in  what 
you  had  to  say  about  the  relative  wage  rates  and  raw 
material  costs  in  the  United  States  as  compared  with 
other  countries  producing  textiles.  Would  you  care  to 
amplify  that  a  little  by  saying  anything  about  the  re¬ 
lative  efficiency  of  the  industry  here  as  compared 


age  not  only  act  as  a  barrier  to  complete  understand¬ 
ing  through  the  various  sequences,  they  also  serve  to 
create  apparent  rivalry  and  conflict  of  interest  where 
there  should  be  unity  of  effort  and  singleness  of  pur¬ 
pose.  I  believe  that  the  industry  will  wish  to  devise 
some  method  of  a  permanent  character  which  will 
bring  into  closer  coordination  its  various  divisions 
when  speedy  transitions  in  types  and  purposes  of 
goods  are  in  progress. 

If  the  industry’s  plans  for  better  and  more  varied 
products,  for  finer  technology  in  production,  and  for 
more  intensely  exploited  markets,  for  a  sound  inter¬ 
national  trade  pattern,  and  for  a  stable  and  econo¬ 
mical  status  of  raw  cotton  are  satisfactorily  accom¬ 
plished,  it  will  have  automatically  solved  its  postwar 
labor  problem  simply  by  preventing  its  development. 
But  I  am  fearful  that  even  with  our  best  efforts  we 
must  anticipate  some  confusion  and  a  considerable 
time  lag  in  the  prosecution  of  the  postwar  program. 

Postwar  Product  Prospects 

It  is  only  the  part  of  caution  to  prepare  for  some 
degree  of  production  curtailment.  As  late  as  the 
summer  of  1939,  our  fondest  hopes  were  directed  to 
an  annual  cotton  consumption  of  10,000,000  bales, 
which  then  seemed  rather  fabulous.  A  10,000,000-bale 
rate  of  consumption  now  would  mean  a  step-down  of 
16%.  If  the  decline  is  no  greater,  we  shall  consider 
ourselves  fortunate.  At  this  rate  of  activity  our  post¬ 
war  employment  problem  will  not  be  too  great.  The 
new  employees  in  the  industry  are  not  migratory 
labor.  They  are  working  for  the  most  part  in  their 
home  communities.  Many  of  them  are  women  who 
are  working  merely  because  of  the  pressure  of  war 
conditions  and  most  of  them  belong  to  the  same 
families  whose  male  members  have  traditionally 
worked  in  the  mills  but  will  be  returning  from  the 
Armed  Forces  or  the  emergency  industries  after  the 
war  is  over. 

All  in  all,  as  the  industry  views  the  future,  it  sees  a 
tremendous  task  which  challenges  the  minds  and  the 
facilities,  both  of  industry  and  government,  but  pro¬ 
gress  is  being  made  in  understanding  of  the  task  and  in 
making  the  moves  for  its  performance.  The  outlook  is 
characterized  neither  by  fear  nor  discouragement. 


with  the  same  industry  abroad,  for  example,  in  Japan 
and  England,  if  you  have  any  data  on  that? 

Mr.  INIurchison:  I  can  speak  only  in  fairly  general 
terms  with  respect  to  most  of  the  question.  Com¬ 
parative  cotton  costs  are  best  measured  by  prices  of 
Brazilian  cotton  as  compared  with  American,  and  at 
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the  present  time  the  Brazilian  cotton  prices  are  just 
about  one-half  American  cotton  prices. 

As  regards  the  labor  differential,  of  course  the 
country  most  nearly  approaching  ours — our  wage 
rate — is  Great  Britain,  and  at  the  present  time  I  un¬ 
derstand  the  scale  of  wages  in  this  country  is  about 
twice  the  scale  prevailing  in  Great  Britain.  If  we  ex¬ 
tend  the  comparison  to  countries  like  Japan  and  India 
and  China,  then  we  get  up  to  that  1,000%  differential 
which  I  referred  to. 

A  related  matter  is  the  equipment  situation  in  the 
cotton  textile  industry.  The  picture  is  just  about  the 
reverse. 

I  can’t  recall  with  exactness  but  I  am  quite  sure 
that  at  least  75%  of  textile  machinery  is  over  ten 
years  old  and  at  least  50%  of  textile  machinery  would 
be  twenty  years  old  or  more.  This  aging  process  has 
been  greatly  speeded  up  during  the  war  period,  not 
so  much  because  of  the  continuity  of  operation  of  the 
machinery,  but  because  of  the  fact  that  the  machines 
for  the  most  part  are  being  called  upon  to  turn  out 
products  for  which  they  were  not  originally  intended. 
We  have  some  looms  designed  to  turn  out  light  fabrics 
which  are  now  being  battered  to  pieces  in  the  attempt 
to  turn  out  heavier  fabrics  for  which  they  were  not 
designed. 

That  fact,  together  with  the  great  difficulties  in 
keeping  up  repairs  and  maintenance,  is  going  to  leave 
the  industry  sorely  in  need  of  almost  complete  re¬ 
equipment  after  the  war  is  over. 

Chairman;  I  wondered  if  you  had  any  data  at  all 
on  the  efficiency  of  production  as  distinguished  from 


the  cost.  In  other  words,  what  is  the  man-hour  pro¬ 
duction,  for  example,  in  Japan?  I  don’t  want  to  ask 
any  business  secrets. 

Mr.  Murchison:  There  are  no  business  secrets  in¬ 
volved  there  at  all. 

It  is  difficult  to  make  the  direct  comparison  be¬ 
cause  the  proportion  of  different  kinds  of  fabrics  varies 
so  much  from  one  country  to  another. 

I  would  say  that  measuring  relative  efficiency  on 
similar  fabrics,  you  would  not  get  a  differential  which 
would  be  anything  like  as  large  as  the  differentials 
involved  in  raw  material  costs  and  in  wage  costs. 
Of  course,  the  explanation  of  that  is,  the  textile  in¬ 
dustry  is  an  extremely  old  industry  and  the  tech¬ 
nological  improvement  has  been  slow,  extending  over 
many  years.  So  the  machinery  builders  of  all  countries 
are  on  approximately  the  same  basis  when  it  comes 
to  the  production  of  machines. 

I  have  been  through  some  of  the  cotton  mills  in 
Japan  and  when  it  comes  to  their  better-equipped 
mills,  those  equipped  with  machinery  which  was  manu¬ 
factured  for  those  mills,  there  is  no  substantial  dif¬ 
ference  in  the  nature  of  the  equipment.  Of  course 
that  wouldn’t  be  true  of  those  Japanese  mills  which 
are  equipped  with  second-hand  machinery  purchased 
from  the  United  States  and  England.  But  given  new 
cotton  mill  establishments  in  various  countries,  I 
would  say  the  difference  on  the  part  of  the  machinery 
is  very  slight  and,  inasmuch  as  the  operations  for  the 
most  part  are  automatic,  there  is  very  slight  differ¬ 
ence,  at  least  where  the  production  of  staple  goods  is 
concerned,  in  the  efficiency  of  the  workers. 


POSTWAR  POSITION  OF  THE  MACHINE  TOOL  INDUSTRY 

By  Fredekick  V.  Geiee 

President,  The  Cincinnati  Milling  Machine  Tool  Company 


WE  ARE  here  to  talk  about  postwar  and  about 
machine  tools.  Undoubtedly  you  have  read 
market  reports  about  the  machine  tool  postwar  out¬ 
look,  “A  very  unsatisfactory  position”;  “The  tool 
market  will  be  glutted”;  “The  machine  tool  builders 
will  have  a  difficult  time  for  some  period  after  the  end 
of  the  war”;  even  the  National  Industrial  Conference 
Board  in  its  Industry  Record  of  April,  1943,  says 
that  “$2,000,000,000  worth  of  government-owned  ma¬ 
chine  tools  .  .  .  are  considered  a  major  threat  to  the 
industry’s  postwar  market.”  From  these  statements 
you  might  call  the  position  a  bit  gloomy. 

The  first  World  War  was  fought  to  end  all  wars. 


but  it  sounds  very  much  as  though  this  one  is  being 
fought  to  end  all  machine  tool  builders. 

Probable  Machine  Tool  Demand 

Nowadays,  when  we  think  about  markets  after  the 
war,  we  usually  start  from  some  base.  If  we  refer  to 
“Markets  After  the  War,”  issued  by  the  Department 
of  Commerce  in  March,  1943,  we  see  something  of 
great  interest  to  the  machine  tool  builder.  Under  “As¬ 
sumed  Conditions  of  Full  Employment”  in  the  typical 
postwar  year  we  see  a  projection  of  machine  tool  de¬ 
mand  at  $945,000,000,  ten  times  an  average  prewar 
peacetime  year.  Here,  the  position  looks  rosy. 
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The  demand  for  machine  tools  is  a  derived  demand, 
two  stages  or  more  removed  from  the  ultimate  con¬ 
sumer.  It  is  also  a  highly  postponable  demand,  as  was 
well  proved  in  the  decade  of  the  Nineteen  Thirties. 
But  since  it  is  a  derived  demand,  suppose  we  first 
look  at  the  probable  demand  for  the  products  of  our 
principal  customer  industries.  Again  referring  to  “Mar¬ 
kets  After  the  War”  for  the  projected  year,  we  note 
that  the  demand  given  for  passenger  automobiles  is 
about  double  the  near-capacity  output  of  1941;  for 
household  and  electrical  domestic  appliances,  about 
one-third  above  1941;  and  for  all  machinery,  trans¬ 
portation  equipment,  ships,  aircraft  and  similar 
equipment,  about  equal  to  the  high  level  of  1941. 
These  three  groups  of  industries  are  the  principal 
users  of  machine  tools.  Their  total  output  in  1941 
was  valued  at  $18,140,000,000,  and  the  projection  for 
the  postwar  year  1940  is  $21,822,000,000.  about  12% 
more  than  in  1941.  The  plant  capacity  that  turned  out 
that  $18,140,000,000  was  built  up  over  several  decades, 
when  the  average  volume  of  machine  tools  produced 
was  only  $100,000,000  a  year.  So,  to  secure  another 
12%  of  output  from  that  installed  equipment  does 
not  look  like  much  of  a  job  or  a  market  to  the  produc¬ 


tion-minded  man  in  the  machine  tool  builder's  shop. 

However,  we  do  not  know  how  far  and  how  widely 
the  equipment  in  these  industries  has  been  dispersed 
to  other  plants  around  the  country  during  the  war 
conversion  program.  We  do  not  know  now,  and  we 
probably  will  not  find  out  until  the  war  is  over.  But 
undoubtedly  the  large,  hitherto  unrealized  capacity 
of  these  plants  may  be  available  because,  among  a 
group  of  the  most  responsible  men  in  the  machine 
tool  industry,  two-thirds  believe  those  plants  are 
adequately  equipped  at  least  with  general  purpose 
standard  machine  tools  to  take  care  of  these  projected 
increases  in  output  under  a  condition  of  full  employ¬ 
ment  and  full  utilization  of  these  plants. 

A  substantial  amount  of  special  purpose  and  spe¬ 
cialized  machinery  may,  of  course,  be  required  to 
round  out  these  plants,  but  in  our  peacetime  experi¬ 
ence  that  type  of  equipment  has  not  accounted  for 
more  than  about  $20,000,000  of  machine  tool  output 
in  any  one  year. 

If,  on  the  other  hand,  we  view  the  postwar  problem 
of  the  machine  tool  industry  from  the  supply  side 
instead  of  the  demand  side,  we  recall  that  in  1940, 
70%  of  the  machine  tools  in  use  in  this  country  were 


Chart  A 

SHADED  AREA  =  OVER  3  YEARS  OLD 


3- 


(O 

cr 

< 


1929  1940  1943 


•  VALUE  OF  MACHINE  TOOLS  INSTALLED  IN  U.S.A 


CONFERENCE  BOARD  REPORTS 


90 


over  ten  years  old.  At  the  end  of  1943,  by  contrast, 
73%  will  be  under  thirty-six  months  old.  These  ma¬ 
chine  tools  are  very  much  up-to-date. 

Productive  Capacity  of  Present  Machine  Tools 

If  we  consider  machines  not  over  thirteen  years  old 
as  a  measure  of  those  of  effective  capacity,  then  we 
had  substantially  the  same  productive  capacity  of 
machine  tools  installed  in  the  United  States  in  1940 
as  in  1929,  the  previous  peak  of  installed  capacity. 

Whereas  the  value  of  machine  tools  installed  in 
1929  was  $1,215,000,000,  and  in  1940  was  $1,253,- 
000,000,  by  the  end  of  1943  it  will  reach  the  astonish¬ 
ing  value  of  $3,400,000,000.  Another  significant  fact 
is  the  change  in  the  average  age  of  the  machines.  In 
1929  only  one-fourth  of  the  machines  were  under 
three  years  old,  whereas  in  1943  three-fourths  are 
three  years  old  or  less.  Here  is  a  270%  increase  in 
machine  tools  installed,  a  vast  new  industrial  equip¬ 
ment  for  the  United  States.  (Chart  A) 

It  might  be  worthwhile  at  this  point  to  compare  the 
volume  of  machine  tools  built  during  these  war  years 
with  past  production  of  the  industry.  The  average 
annual  output  of  machine  tools  during  the  Twenties 
was  $100,000,000,  for  the  decade  of  the  Thirties  about 
the  same.  Even  the  previous  World  War  decade  aver¬ 
aged  only  $110,000,000  of  output.  The  average  volume 


of  these  previous  periods  is  compared  in  Chart  B  with 
the  combined  output  of  the  three  war  years,  1941, 
1942,  and  1943.  The  three-year  wartime  production 
of  machine  tools  of  $3,095,000,000  is  about  thirty 
times  the  average  yearly  production  in  the  best  peace¬ 
time  decades  of  the  past.  (Chart  B) 

Suppose  we  now  consider  the  useful  capacity  of 
this  machine  tool  equipment  in  terms  of  its  capacity 
relation  to  the  national  income.  Again  considering  the 
stock  of  machine  tools  up  to  thirteen  years  of  age, 
what  will  they  produce  in  terms  of  national  income? 

It  appears  that  for  every  dollar  of  machine  tools 
installed  in  the  country  in  the  past,  we  have  realized 
somewhere  between  $65  and  $75  of  annual  national 
income,  with  less,  of  course,  in  the  years  of  acute  de¬ 
pression. 

Machine  Tools  and  National  Income 

The  national  income  of  1929  was  $83,400,000,000, 
while  the  machine  tools  installed  at  the  beginning  of 
the  year  amounted  to  $1,175,000,000,  or  $70  of  na¬ 
tional  income  for  every  dollar  of  machine  tools.  In 
1941  the  national  income  was  $94,700,000,000,  with 
$1,253,000,000  of  machine  tools  installed,  or  $75  of 
national  income  per  dollar  of  machine  tools.  In  both 
those  years,  there  was  a  substantially  complete  utili¬ 
zation  of  the  machine  tools. 
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By  the  end  of  1943,  we  expect  to  have  $3,391,000,- 
000  of  machine  tools  installed  in  the  United  States. 
The  capacity  in  terms  of  national  income  which  we 
could  realize  by  the  use  of  all  this  equipment  pro¬ 
duced  during  this  war — and  I  am  giving  you  only  the 
figures  of  those  machines  which  have  stayed  inside  the 
United  States — is  equivalent  to  a  national  income  of 
$220,000,000,000,  at  only  $65  of  national  income  per 
dollar  of  machine  tools  installed. 

Just  as  a  matter  of  interest,  what  prospect  do  we 
have  of  utilizing  this  installed  capacity?  The  level  of 
the  national  income  in  1942  was  $114,000,000,000. 
The  level  of  the  national  income  given  as  the  goal  of 
the  Committee  for  Economic  Development  is  $135,- 
000,000,000.  The  gross  national  product  desired  for 
the  projected  postwar  year  as  given  in  “Markets  After 
the  War”  by  the  Department  of  Commerce  is  $165,- 
000,000,000.  If  the  machines  we  now  have  produce  at 


the  rate  of  only  $65  instead  of  $75,  the  capacity  would 
be  equivalent  to  a  national  income  of  $220,000,000,- 
000.  At  $75  of  national  income,  the  installed  capacity 
would  correspond  to  a  national  income  of  $250,000,- 
000,000.  (Chart  C)  So,  instead  of  trying  to  arrive  at 
how  many  machine  tools  we  need,  we  find  we  have 
enough  to  take  care  of  almost  any  national  income 
that  any  one  is  contemplating  at  the  present  time, 
and  more. 

Adaptability  of  War  ^Machine  Tools 

We  might  ask  ourselves  a  few  questions  about 
these  machines.  Will  they  be  worn  out  during  the  war? 

The  Bureau  of  Internal  Revenue  holds  that  machine 
tools  last  from  eighteen  to  twenty-five  years.  They  say 
that  extra  hours  of  operation  per  day  do  not  shorten 
their  life  and  that  the  rate  of  depreciation  should  not 
be  accelerated.  I  don’t  know  whether  machine  tool 
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builders  would  agree  altogether  with  the  Revenue 
Department  on  that.  However,  few  builders  believe 
that  the  machines  are  now  being  worn  out  or  abused 
to  the  point  where  ordinary  repairs  and  reconditioning 
will  not  restore  them  to  fairly  good  productive  work¬ 
ing  condition  at  the  end  of  this  war. 

Will  the  machines  be  obsolete?  No,  for  most  of  the 
tools  built  in  the  war  period  have  alloy  or  heat-treated 
steel  transmissions,  automatic  lubrication,  and  a  range 
of  feeds  and  speeds  for  the  use  of  tungsten  carbide 
cutters.  They  have  modern  controls,  and  again — we 
might  remind  ourselves — three-quarters  of  these  ma¬ 
chines  are  less  than  thirty-six  months  old,  the  latest 
and  best  that  the  machine  tool  industry  has  been  able 
to  produce. 

Will  these  machines  be  adaptable  for  peacetime 
products?  Yes;  at  least  50%  of  those  owned  by  gov¬ 
ernment  agencies  and  practically  all  of  those  bought 
by  private  corporations  are  general  purpose  tools  or 
machines  suitable  for  peacetime  use. 

In  the  opinion  of  a  group  of  fifteen  representative 
machine  tool  builders  who  build  general  purpose  ma¬ 
chines,  two  said  that  75%  of  the  tools  they  produced 
would  be  adaptable  for  peacetime  use;  three  said  90%; 
ten  said  from  98%  to  100%  would  be  useful. 

Of  four  firms  building  specialized  machinery,  three 
said  from  30%  to  50%  could  be  used;  one  said  80%. 

Disposition  of  Government-owned  Equipment 

Naturally,  the  vital  question  is,  will  the  machine 
tools  owned  by  the  government  agencies  be  made 
available  to  peacetime  producers  of  peacetime  prod¬ 
ucts?  Most  machine  tool  producers  think  they  will  be 
so  disposed  of. 

Will  the  machines  we  are  talking  about  yield  low 
enough  production  costs  so  that  American  industry 
can  continue  its  march  of  progress  to  better  and  better 
products  at  lower  and  lower  costs?  Yes,  I  think  so, 
because  the  great  bulk  are  the  newest  and  best 


Question:  I  have  a  question  to  ask  Mr.  Geier. 
You  stated  that  with  the  available  machine  tool  equip¬ 
ment  we  can  after  the  war  produce  up  to  about  $225,- 
090,000,000,  but  then  you  said  again  that  some  of  that 
equipment  is  either  worn  out  because  it  is  not  getting 
the  necessary  maintenance  or  that  some  of  it  can’t 
be  used  because  it  is  made  for  special  purposes.  I  am 
wondering  how  much  that  would  change  your  estimate 
of  $225,000,000,000? 

IMr.  Geier:  I  don’t  think  I  said  very  much  about 
equipment  being  worn  out.  I  pointed  out  that  of  the 
stock  of  machinery  we  have  on  hand  now,  three-fourths 


products  of  the  machine  tool  industry  anywhere 
in  the  world  today.  Especially  is  this  true  when  exist¬ 
ing  equipment  is  supplemented  by  such  additional 
new  tools  and  specialized  equipment  as  may  be  re¬ 
quired  to  round  out  the  production  lines  that  are 
going  to  be  set  up  after  the  war  is  over. 

Machine  Tools  in  the  Reconstruction  Period 

Under  these  circumstances,  what  constructive  steps 
are  machine  tool  builders  taking  to  meet  postwar 
needs?  A  few  builders,  but  very  few,  are  thinking  of 
something  other  than  machine  tools.  A  few  more  are 
thinking  of  diversifying  their  line  within  the  machine 
tool  field.  However,  in  the  forefront  of  the  thinking 
of  almost  all  of  them,  there  is  the  plan  and  intention 
to  follow  the  traditional  striving  of  the  tool  builder 
to  develop  new  tools,  more  accurate  tools,  more  pro¬ 
ductive  tools.  This  has  always  been  the  business,  and 
you  might  also  say,  at  heart  the  personal  hobby  of 
every  machine  tool  builder.  Whether  or  not  conditions 
may  favor  him,  that  is  what  he  will  continue  to  do. 

In  the  machine  tool  industry  we  never  forget  a 
study  once  made  by  a  research  organization.  The 
study  spanned  a  good  many  peacetime  years  and  in¬ 
cluded  a  comparison  of  the  ratio  of  sales  to  net  worth 
with  other  industries.  The  conclusion  was  that  there 
was  no  industry  which  turned  its  capital  over  more 
slowly  than  machine  tools  except  standing  timber. 

Gentlemen,  if  we  can  survive  under  such  conditions, 
perhaps  we  can  be  forgiven  if  we  face  the  future,  what¬ 
ever  it  may  be,  with  a  certain  degree  of  confidence. 
The  war  has  brought  into  sharp  focus  that  the  ma¬ 
chine  tool  industry  is  worthwhile  and  necessary  for  the 
national  safety  in  time  of  war.  Clearly  a  healthy, 
creative,  resourceful  machine  tool  industry  is  equally 
needed  in  time  of  peace.  Here  is  the  service  industry 
equipped  to  help  American  industry  produce  more 
and  better  goods  at  costs  within  the  reach  of  increas¬ 
ing  millions  of  Americans. 


of  it  is  less  than  thirty-six  months  old.  In  estimating 
the  national  income  producing  capacity  of  that  equip¬ 
ment,  that  is  given  on  an  overall  basis.  You  can  dis¬ 
count  it  in  whatever  degree  you  want.  Earlier  I  said 
that  necessarily  there  would  have  to  be  some  spe¬ 
cialized  new  equipment  added  to  it  in  the  different 
industries  to  suit  their  postwar  designs.  But  as  far 
as  the  overall  economic  record  of  the  past  indicates, 
that  quantity  of  general  purpose  machinery  is  enough 
to  turn  out  $220,000,000,000  worth  of  national  income 
if  we  only  use  it  to  the  degree  we  did  in  some  of  the 
moderately  good  years;  $250,000,000,000  if  we  run 


PREPARING  FOR  POSTWAR  RECONSTRUCTION  93 


at  full  blast  as  we  have  in  a  few  years  in  the  past. 

Question:  There  is  another  question  I  would  like 
to  ask:  if  we  have  increasing  industrialization,  more 
mass  production,  isn’t  the  investment  per  industry — 
isn’t  the  amount  of  equipment  used — higher  as  a  per¬ 
centage  of  the  total  output,  or  is  it  less.^  I  mean,  can’t 
you  use  more,  or  don’t  you  need  more  machinery  if 
you  have  more  mass  production  in  new  industries? 

]Mr.  Geier:  You  are  asking  whether  the  national 
stock  of  installed  machinery  has  to  go  up  faster  than 
the  gross  output  resulting  from  its  use.  No,  I  would 
say  it  is  the  other  way  around.  Gross  output  goes  up 
faster  than  the  amount  of  machinery  installed. 

Perhaps  some  economists  in  the  audience  would 
like  to  comment  on  this  question. 

Chairman:  May  I  ask  a  question?  I  am  a  little 
uncertain  about  your  comment.  As  I  understand  it, 
you  mean  that  the  stock  of  machine  tools,  machinery, 
in  operation  or  available  for  operation,  is  an  amount 
which  would  be  adequate  based  upon  past  experience, 


not  to  supply  necessarily  $225,000,000,000,  but  it  is  in 
relation  to  a  national  income  of  $225,000,000,000.  It 
is  not  that  that  machinery  would  supply  $225,000,- 
000,000,  but  it  is  in  relation  to  a  national  Income  of 
that  size. 

Mr.  Geier:  It  is  the  amount  of  machinery  you 
would  use  for  the  part  that  machine  tools  play  in  a 
national  income  of  that  amount.  The  machine  tool 
part  of  the  job  would  be  there. 

Question:  I  would  like  to  ask  ISIr.  Geier  a  ques¬ 
tion:  In  the  73%  which  will  be  less  than  thirty-six 
months  old,  approximately  how  much  will  be  owned 
by  the  government  and  how  much  by  private  in¬ 
dustry? 

IVIr.  Geier:  I  don’t  know.  I  wish  I  knew.  That  is  one 
of  the  questions  we  hope  to  have  answered.  Perhaps 
Mr.  Klagsbrunn  will  have  the  answer  for  us  one  of 
these  days.  The  National  Industrial  Conference 
Board,  you  may  have  noticed,  said  $2,000,000,000  was 
in  government-owned  equipment. 


PLANT  EXPANSION;  POSTWAR  SETTING 

By  Hans  A.  Klagsbrunn 

Vice  President,  Director  and  General  Counsel,  Defense  Plant  Corporation 


TH.\T  so  much  attention  is  being  given  to  the 
postwar  era  is  a  healthy  sign  of  our  times,  for 
the  problems  of  peace  are  not  dwarfed  even  by  the 
problems  of  war,  and  they  will  need  the  thoughtful 
attention  of  the  entire  nation — indeed  of  the  entire 
world. 

But  it  is  not  easy  to  determine  what  should  be 
done  today  to  provide  for  tomorrow.  If  our  thinking 
is  too  detailed  we  may,  after  victory,  find  ourselves 
with  preconceived  notions  that  not  only  fail  to  fit  the 
facts,  but  actually  delay  us  until  we  can  adjust  our 
sights.  If,  on  the  other  hand,  our  thinking  is  too  gen¬ 
eral,  its  usefulness  will  again  be  questionable. 

However,  an  awareness  of  present  developments 
provides  the  factual  background  so  necessary  for 
straight  thinking.  And  if  it  is  kept  current  we  will, 
when  peace  comes,  have  on  hand  what  we  need  for 
sound  and  quick  action. 

It  is  with  such  thoughts  in  mind  that  I  want  to 
tell  you  of  some  phases  of  financing  plant  expansions 
and  conversions  in  this  war. 

Problems  of  Private  Plant  Expansion  in  Wartime 
Early  in  1940  the  question  was  raised  whether  the 


government  or  private  enterprise  would  assume  the 
risk  of  financing  plant  expansion  and  conversion.  It 
soon  appeared  that  private  financing  was  impractic¬ 
able  on  the  scale  on  which  it  was  required. 

Many  times,  manufacturers  could  not  obtain  finan¬ 
cial  aid  from  private  sources  on  the  necessary  scale. 
Even  when  obtainable,  manufacturers  who  undertook 
this  risk  would  find  themselves  heavily  over-capital¬ 
ized  or  over-indebted  at  the  end  of  hostilities,  owing  to 
their  investment  in  facilities.  Accordingly,  they  would 
lack  the  resiliency  they  needed  for  postwar  readjust¬ 
ment.  Employment,  competitive  practices,  pricing,  the 
development  and  supplying  of  markets,  which  will 
all  be  difficult  and  important  postwar  problems,  would 
be  adversely  influenced  by  the  distorted  finances  and 
excess  facilities  of  individual  companies  and  whole  in¬ 
dustries,  and  widespread  bankruptcies  or  reorganiza¬ 
tions  could  be  expected. 

In  time  of  war,  too,  problems  would  arise,  for  de¬ 
lays  would  be  inevitable  before  private  companies 
could  receive  financial  aid  and  assume  extensive  finan¬ 
cial  risks.  For  one  thing,  the  existence  and  continued 
availability  of  orders,  and  the  adequacy  of  methods 
of  financing  them,  would  have  to  be  explored  sinee. 
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without  these,  companies  would  find  their  working 
capital  converted  into  fixed  assets  and  financial  dis¬ 
aster  would  soon  render  them  useless  to  the  war  effort. 
Other  factors  also  would  make  for  delay.  Wartime 
costs  of  construction  are  unpredictable.  Growing  short¬ 
ages  of  critical  materials  require  the  use  of  substitute 
materials  that  might  make  a  manufacturer  hesitant 
to  proceed  with  plant  construction  as  a  private  in¬ 
vestment.  Shortages  of  raw  materials,  of  power,  trans¬ 
portation,  labor  and  housing  require  the  location  of 
plants  in  areas  that  may  not  be  economical  for  post¬ 
war  operations.  These  are  factors  that  would  have 
to  be  reviewed  carefully  by  a  private  company  before 
risking  its  own  funds  for  large-scale  expansion. 

In  1940  Congress  passed  the  so-called  five-year  tax 
amortization  statute,  which  permits  a  manufacturer 
to  amortize  war  plants  for  tax  purposes  over  a  five- 
year  period.  It  has  served  a  useful  purpose  in  the  case 
of  a  large  number  of  relatively  small  expansions — in 
many  instances  extensions  of  existing  facilities.  But 
it  did  not  constitute  the  complete  inducement  to  all- 
out  plant  expansion  that  its  advocates  had  hoped  it 
would. 

Soon  after  the  five-year  tax  amortization  law  was 
passed,  in  recognition  of  its  insufficiency  to  assure  all- 
out  production,  thought  was  given  to  a  form  of  bank¬ 
able  contract,  generally  known  as  the  emergency  plant 
facilities  contract.  In  essence,  it  provided  for  the  con¬ 
struction  of  war  plants  with  title  retained  by  the 
manufacturer,  but  with  reimbursement  of  the  cost  of 
this  plant  by  the  government  in  sixty  equal  monthly 
installments.  This  device,  like  the  amortization  law, 
did  not  wholly  meet  the  need. 

Beginnings  of  Government  Oavnership 

During  the  time  that  these  financing  methods  were 
considered  and  tried,  thought  was  also  being  given  to 
government  ownership  of  war  facilities,  and  arrange¬ 
ments  for  such  financing  made  in  the  summer  of  1940 
were  receiving  close  scrutiny.  Government  ownership 
had  many  advantages.  Since  the  government  was  tak¬ 
ing  the  entire  risk,  construction  could  be  begun  speedily, 
well  ahead  of  the  negotiation  of  supply  contracts. 
Plants  could  be  located  in  whatever  strategic  location 
the  war  economy  dictated  and  could  be  built  of  ma¬ 
terials  that  could  be  spared  from  other  uses.  Since 
the  government  was  to  have  title,  the  financial  posi¬ 
tion  of  possible  operators  was  of  secondary  impor¬ 
tance,  as  the  facilities  would  be  free  of  entanglements 
that  might  involve  the  operators  or  their  property. 
Since  in  many  instances  the  working  capital  problems 
of  such  a  manufacturer  would  not  be  solved  until  he 
was  ready  to  begin  operations,  the  device  of  govern¬ 
ment  ownership  eliminated  the  unhappy  dilemma  of 


the  manufacturer  who  could  get  no  financial  backing 
without  orders,  no  orders  without  facilities,  and  no 
facilities  without  financial  backing. 

Furthermore,  as  programs  changed  and  plants  re¬ 
quired  retooling  or  remodeling  during  the  course  of 
the  war  production  program,  needs  could  be  supplied 
speedily  in  terms  of  production  requirements  by  a 
simple  modification  of  the  government  plant  instead 
of  by  a  major  refinancing  operation  of  a  private  com¬ 
pany.  The  movement  of  machinery  from  point  to 
point,  as  needed,  likewise  became  an  easy  matter, 
since  the  title  of  the  government  prevailed  and  pro¬ 
tected  the  government’s  investment  regardless  of  lo¬ 
cation. 

Important  considerations  beyond  those  of  war  pro¬ 
duction  were  also  present.  These  government-owned 
facilities  would  not  distort  a  company’s  assets  and 
liabilities  in  the  postwar  period,  but  could  be  removed 
from  commercial  channels,  as  has  always  been  the 
case  with  government  arsenals  and  shipyards.  They 
could  then  be  made  available  for  private  ownership  or 
production  when  and  as  the  development  of  the  post¬ 
war  economy  found  itself  able  to  absorb  them.  This 
financial  device,  in  brief,  enabled  the  government  to 
assume  the  entire  risk  of  wartime  plant  expansion  and 
at  the  same  time  avoided  the  pitfalls  for  private  com¬ 
panies,  or  the  windfalls  to  them,  that  were  inherent 
in  some  of  the  proposed  alternative  devices  which  per¬ 
mitted  the  manufacturers  to  own  facilities  for  which 
the  government  would  pay  in  varying  degrees. 

Functions  of  Defense  Plant  Corporation 

Defense  Plant  Corporation,  organized  in  August  of 
1940,  was  a  product  of  such  developments  and 
thoughts.  Mindful  of  the  need  of  marshaling  the  forces 
of  private  industry,  it  placed  the  responsibility  for  the 
preparation  of  plans  and  designs  and  for  construction 
upon  the  prospective  operators  of  the  plants  to  be 
erected,  and  mindful  of  the  need  of  setting  up  proper 
controls  for  the  use  of  government  funds,  it  provided 
engineering  and  auditing  supervision  over  plans,  de¬ 
signs,  construction,  commitments  and  disbursements. 

I  believe  you  know  something  of  how  Defense 
Plant  Corporation  operates.  It  does  not  initiate  pro¬ 
jects.  By  that  I  mean  that  it  relies  upon  such  agencies 
as  the  War  Production  Board,  the  War  Department, 
the  Navy  Department,  the  Maritime  Commission, 
the  Petroleum  Administration  for  War,  the  Office  of 
Defense  Transportation,  the  Board  of  Economic  War¬ 
fare,  the  Rubber  Director,  and  others,  to  tell  it  what 
facilities  are  required,  where  they  should  be  located 
and  who  should  operate  them.  These  agencies  have 
responsibility  for  planning  war  production  and  pro¬ 
curement.  Defense  Plant  Corporation  then  undertakes 
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to  arrange  for  the  financing,  the  construction,  the  ac¬ 
quisition  and  the  operation  of  the  facilities. 

DPC  Plant  Commitments 

To  date,  its  commitments  for  facilities  are  in  excess 
of  $7  billion  and  include  over  1,500  separate  projects 
for  such  varied  purposes  as  the  production  of  air¬ 
planes,  guns,  tanks,  ships,  machine  tools,  magnesium, 
aluminum,  steel,  copper,  tin,  synthetic  rubber  and  avia¬ 
tion  gasoline,  and  include  also  petroleum  and  natural 
gas  pipelines,  oil  barges  and  tugs,  tank  cars,  troop 
cars  and  other  transportation  facilities.  These  projects 
vary  in  size  from  $14,000  to  $175,000,000,  and  include 
simple  machinery  projects,  separate  new  plants  and 
scrambled  facilities. 

In  order  to  expedite  the  plants  still  further.  Defense 
Plant  Corporation  began  in  1940  to  place  pool  orders 
for  machinery  and  equipment.  These  orders,  which  to 
date  have  amounted  to  over  $1.5  billion  in  further 
commitments,  are  in  reality  a  guarantee  to  the  ma¬ 
chine  tool  builder  of  a  market  and  a  price  for  his  prod¬ 
uct,  and,  as  he  receives  firm  orders  from  government 
or  private  plants,  he  eliminates  the  equipment  from 
the  Defense  Plant  Corporation  order.  In  this  way 
certain  standard  equipment  could  be  produced  be¬ 
fore  the  plant  in  which  it  was  to  go  had  been  built 
or  had  even  been  specifically  decided  on.  The  pool 
order  thus  became  a  practical  device  for  using  to  a 
maximum  existing  manufacturing  facilities,  for 
scheduling  production  of  machinery  and  equipment 
to  anticipate  actual  needs  and  avoid  difficult  peak 
demands,  and  for  financing  such  production. 

Options  to  Purchase 

The  plants  and  other  facilities  are  owned  by  De¬ 
fense  Plant  Corporation  and,  in  the  main,  are  leased 
to  private  operators — a  method  of  financing  similar 
to  that  commonly  used  in  financing  railroad  rolling 
stock.  The  leases  extend  for  the  duration  of  the  emer¬ 
gency.  Rentals  are  charged  to  all  except  a  few  direct 
suppliers  of  the  government,  whose  products  are  non¬ 
competitive  and  whose  supplies  costs  are  stripped  of 
any  charges  for  facilities.  Such  a  rental  has  the  advan¬ 
tage,  among  others,  of  preventing  a  free  use  of  govern¬ 
ment  facilities,  and,  accordingly,  of  preventing  com¬ 
petitive  disadvantages  to  manufacturers  who  are  using 
their  own  facilities. 

No  options  to  purchase  facilities  are  included  in 
contracts  for  certain  basic  products,  such  as  aluminum, 
magnesium  and  synthetic  rubber.  However,  in  other 
instances,  the  advantages  of  an  option,  both  from  the 
point  of  view  of  the  government  and  of  the  manu¬ 
facturer,  were  recognized. 


Basis  jor  Options 

War  facilities,  for  example,  were  often  constructed 
on  sites  adjacent  to  existing  plants  of  lessees,  many 
times  on  sites  that  were  held  by  the  lessees  for  future 
expansion.  This  was  done  because  the  lessees’  man¬ 
agerial  and  supervisory  problems  were  greatly  simpli¬ 
fied  by  coordinating  operations,  and  maximum  capacity 
was  thus  increased  and  sooner  reached.  Without  an 
option,  a  lessee  may  have  fears  that  the  plant  might 
be  disposed  of  to  a  financially  stronger  competitor  who 
might  purchase  at  a  nuisance,  rather  than  a  fair,  value, 
and  seriously  impede  his  peacetime  operations.  Another 
possible  fear  was  that  tools  specially  built  by  the 
lessee  and  supplied  to  the  government  at  cost  would 
fall  into  a  competitor’s  hands  without  compensation. 
Accordingly,  it  was  felt  that  without  some  purcha.se 
provision,  the  government’s  negotiations  for  neces¬ 
sary  productive  capacity  might  well  be  greatly  pro¬ 
tracted  by  such  fears,  or  efficiency  of  war  effort  im¬ 
paired  by  remote  sites  or  less  effective  productive  units. 

An  option  to  purchase  would  also  give  a  lessee 
a  distinct  incentive  to  keep  original  costs  at  a  low 
figure,  to  provide  adequate  maintenance  of  the  prop¬ 
erty,  and  to  see  that  the  plant  was  well  designed 
and  constructed.  Moreover,  an  option  with  a  fair 
option  price  might  well  assure  the  government  a  fair 
return  on  its  investment,  since  after  the  war  a  man¬ 
ufacturer  may  not  be  willing  to  permit  an  option 
period  to  expire  despite  his  belief  that  if  high  bidder 
at  a  public  sale  or  successful  purchaser  in  negotiations, 
he  might  achieve  a  lower  purchase  price. 

The  option  provision  that  was  finally  devised  and 
is  in  use  in  the  leases  of  Defense  Plant  Corporation 
may  be  exercised  only  for  all  the  facilities  covered 
by  the  lease — not  for  a  part  alone.  This  guards 
against  having  certain  key  buildings  or  key  items 
of  machinery  purchased  while  the  balance  are  left 
to  the  government.  The  option  is  not  effective  after 
ninety  days  following  the  termination  of  the  lease, 
and  the  option  price  is  computed  on  the  basis  of  the 
cost  of  the  facilities  less  stated  depreciation  rates 
for  the  facilities  with  a  minimum  residual  value  for 
all  items  and  with  the  further  provision  in  all  cases — 
except  those  few  in  which  no  rental  is  payable — that 
the  option  price  in  no  event  shall  be  less  than  the 
balance  of  the  government’s  investment  then  out¬ 
standing.  This  option  has  found  wide.spread  accep¬ 
tance  as  meeting  the  needs  of  the  lessee  consistent 
with  the  protection  of  his  competitors  and  of  the 
government’s  interest.  However,  where  a  plant  is 
from  time  to  time  enlarged  far  beyond  the  cost  and 
capacity  originally  authorized,  it  may  in  particular 
cases  become  less  likely  that  the  lessee  can  or  will 
exercise  his  option. 
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Postwar  Uses  of  Public  Plant 

We  have  recently  initiated  surveys  that  are  de¬ 
signed  to  mobilize  the  information  we  possess  re¬ 
garding  our  many  and  varied  projects.  In  this  way 
we  hope  to  have  readily  available  the  kind  of  facts 
that  will  be  needed  for  the  full  consideration  that 
the  problems  of  postwar  disposition  of  plant  fac¬ 
ilities  deserve.  We  want  to  know,  for  example,  for 
each  plant  not  only  the  type  of  construction  under¬ 
taken,  but  its  probable  life  in  the  light  of  the  use 
to  which  it  is  being  put,  the  durability  of  the  sub¬ 
stitute  materials  used,  and  the  methods  of  construc¬ 
tion  that  had  to  be  adopted.  We  want  to  know 
whether  our  facilities  are  single-purpose  or  multiple- 
purpose,  and  the  extent  to  which  they  are  convert¬ 
ible,  from  a  physical  standpoint,  to  peacetime 
operations.  We  want  to  have  properly  catalogued 
the  type,  age  and  condition  of  all  our  equipment. 
We  want  to  know  the  local  tax  situation  and  the 
availability  and  cost  of  raw  materials,  of  power,  and 
of  freight  and  other  means  of  transportation;  for  it 
is  clear  that  just  such  factors,  and  changes  that 
may  be  made  in  these  factors,  will  determine  whether 
particular  war  facilities  can  earn  their  keep  in  peace¬ 
time. 

The  problem  of  the  postwar  disposition  of  plant 
facilities  extends  beyond  the  expansions  undertaken 
by  Defense  Plant  Corporation  and  embraces  also  the 
war  plants  of  other  agencies  of  government,  notably 
the  War  and  Navy  Departments  and  the  Maritime 
Commission.  These  agencies  are  undertaking  similar 
surveys  and  we  are  working  with  them  toward  the 
collection  of  information  on  a  uniform  basis  in  order 
that  a  proper  coordination  of  activities  dealing  with 
the  problem  may  be  developed. 

Factors  Affecting  Disposition  of  Plant 

The  precise  uses  to  which  war  plants  will  be  put 
hereafter,  and  even  the  magnitude  of  the  problem  of 
conversion  to  peacetime  operations,  are  uncertain  be¬ 
cause  these  factors  in  turn  depend  on  so  many  ques¬ 
tions  to  which  we  have  no  immediate  answer.  How 
long  will  the  war  last?  Will  there  be  a  sudden  general 
armistice,  or  will  peace  come  by  degrees?  Will  ex¬ 
tensive  military  and  naval  forces  be  maintained  and, 
if  so,  for  how  long?  How  extensive  will  be  the  destruc¬ 
tion  or  deterioration  of  industrial  facilities  abroad? 
How  extensively  will  maintenance  and  replacement 
have  been  deferred  in  this  country,  and  what  will  be 
the  effect  on  equipment  of  round-the-clock  operations 
by  inexperienced  workers?  What  improvements  in  en¬ 
gineering  and  design  and  in  operating  costs,  and  what 


new  products  and  processes,  will  grow  out  of  our  war¬ 
time  experience,  and  how  adaptable  will  our  war  tools 
be  to  these  uses? 

Despite  such  questions,  however,  we  can  say  with 
confidence  that  the  potentialities  of  the  postwar  period 
will  be  vast  and  varied.  To  an  extent  not  predictable 
at  this  time  there  will  be  opportunities  for  industrial 
and  commercial  growth  in  the  rehabilitation  of  the 
postwar  world,  in  its  development  as  a  market  for 
consumer  and  capital  goods,  in  the  use  of  new  products 
and  processes,  and  in  the  satisfaction  of  pent-up  de¬ 
mands  and  of  deferred  purchasing  power. 

We  also  know  that  we  will  have  to  assure  that  gain¬ 
ful  employment  is  available  for  a  large  number  of  in¬ 
dividuals;  but  again  it  is  not  possible  to  predict  at  this 
time  how  acute  the  problem  will  be,  since  it  depends 
on  such  factors  as  the  rate  of  demobilization  and  of 
abandonment  of  production  of  the  implements  of  war. 

In  all  this  activity  there  will  be  the  difficult  matter 
of  timing.  A  lag  in  production  when  this  country  is 
ready  to  satisfy  its  postwar  wants  can  result  in  rapidly 
rising  prices  and  widespread  unemployment.  It  will, 
therefore,  be  important  that  the  goals  of  postwar  pro¬ 
duction  and  postwar  employment  are  not  delayed  by 
the  problem  of  financing  plant  acquisition  or  conver¬ 
sion  for  civilian  production. 

Proposed  Methods  of  Disposition 

I  believe  that  a  flexible  procedure  exists  for  meeting 
this  problem.  The  government  facilities  can  be  con¬ 
verted  and  sold  for  production.  Or,  where  it  appears 
more  desirable,  by  a  financing  device  comparable  to 
that  now  being  used  by  Defense  Plant  Corporation, 
the  facilities  can  be  made  available  for  production  on 
a  lease  basis,  or  for  private  operation  for  the  govern¬ 
ment  on  a  management-fee  basis.  Congressional  man¬ 
dates  and  military  needs,  as  well  as  the  size  of  a  plant, 
the  predictability  of  a  market  for  its  product  and  the 
cost  of  conversion,  will  all  have  a  bearing  on  just  which 
course  should  be  followed  in  a  particular  case. 

In  addition,  facilities  can  be  shipped  abroad  or  used 
domestically  to  replace  worn  out  or  antiquated  plants 
and  machinery.  And,  excess  or  uneconomic  facilities 
can  be  kept  out  of  commercial  channels  in  stand-by 
condition,  or  kept  in  use  with  a  skeleton  force  for  ex¬ 
perimentation. 

The  problems  I  have  touched  on  here  are  some  that 
should  be  explored,  company  by  company,  industry 
by  industry,  and  community  by  community,  as  well 
as  by  the  Federal  Government,  and  the  facts  that  we 
develop  in  this  way  will  supply  a  firm  basis  for  our 
postwar  actions. 
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Discussion 


Question:  I  wonder  if  Mr.  Klagsbrunn  would  tell  us 
when  this  survey  might  be  completed — as  to  the  loca¬ 
tion  of  the  RFC  plant  and  its  composition?  Why  can’t 
we  have  some  general  release  on  the  number  and  value 
of  plants  now  being  operated  by  the  names  of  the  cor¬ 
porations  which  are  operating  them,  similar  to  the 
WPB  release  indicating  the  size  of  government  con¬ 
tracts  for  the  various — I  think  250 — leading  war  con¬ 
tractors? 

Mr.  Klagsbrunn:  As  to  the  first  question  of  the 
survey,  we  are  so  much  in  the  initial  stages  of  it  that 
we  don’t  really  know  its  full  scope.  We  do  know  it  is 
a  rather  substantial  problem.  The  inventory  of  ma¬ 
chinery  is  the  sort  of  thing  we  hope  with  available 
manpower  to  be  able  to  complete  by  late  fall.  The 
other  surveys,  which  are  more  general  industrial  sur¬ 
veys,  are  rather  lengthy  jobs  and  may  run  well  over 
a  year  or  more  before  we  are  through. 

As  to  releases,  general  summaries  are  given  out.  We 
recently  issued  a  release  by  industries — the  aircraft 
industry,  the  airplane  engine  industry,  steel  industry, 
and  so  on,  in  dollar  values.  That,  I  believe,  came  out 
about  six  weeks  ago.  Also,  each  time  a  commitment  is 
approved  by  DPC,  a  release  is  made;  generally  it  ap¬ 
pears  in  the  press,  but  it  is  also  available  from  OWI 
and  other  usual  sources. 

Question:  Can’t  we  get  a  cumulative  total  from 
you  people? 

Mr.  Klagsbrunn:  I  see  no  reason  why  it  shouldn’t 
be  available.  Such  lists  for  most  industries  are  con¬ 
tained  in  Mr.  Jesse  Jones’  periodic  reports  to  Con¬ 
gress.  It  is  also  in  the  daily  commitment  releases, 
needing  only  to  be  added  up. 

One  thing,  of  course,  that  cannot  be  given  is  the 
capacity  of  a  plant.  That  is  still  in  the  category  of  a 
military  secret. 

Chairman:  I  would  like  to  ask  a  question  of  Mr. 
Klagsbrunn.  I  don’t  suppose  you  can  answer  this,  and 


I  am  not  asking  you  to  answer  what  the  policy  is 
going  to  be,  but  I  wondered  whether  the  DPC  or  any 
other  agency  of  the  government  is  now  formulating 
any  policy  with  respect  to  what  it  is  going  to  do  with 
these  various  plants. 

Perhaps  I  am  asking  you  a  question  you  dealt  with 
in  your  talk,  but  I  didn’t  feel  you  had  covered  that 
particular  point  of  how  far  they  have  gone.  Do  they 
actually  have  a  policy,  or  is  it  still  in  the  formative 
stage?  What  light  can  you  throw  on  that,  because  it 
seems  to  me  that  is  a  very  important  thing,  particu¬ 
larly  since  you  threw  out  the  suggestion  that  govern¬ 
ment  plants  might  be  held  by  the  government  and 
operated  under  lease  by  private  industry? 

Mr.  Klagsbrunn:  Starting  with  the  latter  part  of 
your  question  and  speaking  of  government  lease  of 
those  plants,  I  referred  to  it  not  as  a  general  policy 
but  rather  as  one  alternative  that  may  recommend  it¬ 
self  in  certain  instances  where,  for  example,  conversion 
costs  are  present  but  a  sustained  market  is  unpre¬ 
dictable. 

Going  to  your  larger  question,  as  far  as  DPC  is 
concerned  and  as  far  as  I  am  aware,  the  problem  is 
very  much  in  its  formative  stage.  I  think  there  is  the 
distinct  realization  which  I  tried  to  touch  on  in  my 
paper  that  what  we  need  first  of  all  are  the  facts,  to 
develop  them  with  respect  to  all  the  plants  and  the 
particular  problems  of  disposition,  and  to  keep  the 
facts  current.  Many  of  the  questions  will  answer  them¬ 
selves  once  we  get  those  facts  lined  up. 

Question:  I  think  what  is  in  many  minds  is  the  fact 
that  news  releases  recently  intimated  that  these  plants 
might  be  used  as  so-called  “yardstick”  plants — as  yard¬ 
sticks  against  the  industry  to  judge  other  plants. 

Mr.  Klagsbrunn:  I  don’t  know  of  such  a  plan.  One 
hears  many  different  and  conflicting  things,  and  I 
think  it  is  merely  a  sign  of  the  considerable  attention 
that  is  being  given  the  problem  of  plant  disposition, 
because  certainly  it  is  a  serious  one. 


6.  Readjustments  in  Banking  and  Investment 

Chairman:  W.  Randolph  Buegess 
Vice  Chairman,  National  City  Bank  of  New  York 


MAJOR  ISSUES  IN  POSTWAR  BANKING 

By  Paul  F.  Cadman 
Economist,  American  Bankers  Association 


The  adjustment  of  American  banking  to 
postwar  conditions  will  bring  into  play  three 
major  factors:  federal  fiscal  and  monetary  policy  will 
dominate,  as  always;  bank  management  is  already 
aware  of  the  role  it  must  play  and  preparing  its  part; 
and  a  third  factor  that  is  far  less  easy  to  observe, 
namely,  the  action  of  bank  depositors. 

Deposit  Trends  and  Dangers 

There  has  been  a  great  deal  of  talk  about  the  size 
of  the  public  debt.  The  estimates  of  the  probable  war 
total  have  crept  up  steadily  until  300  billions  is  no 
longer  a  startling  guess.  As  the  debt  is  incurred  it 
gives  rise  to  bank  deposits  which  are  also  reaching 
astonishing  totals.  Exclusive  of  inter-bank  deposits, 
they  now  exceed  90  billions,  and  if  the  war  lasts 
through  1944,  they  may  well  touch  180  billions.  Two 
of  the  most  interesting  questions  which  can  be  asked 
about  these  deposits  are;  Who  owns  them.!*  What  will 
the  owners  do  with  them? 

These  deposits  are  purchasing  power.  Why  not  call 
them  money,  “deposit  money,”  since  they  fulfil  most 
of  the  functions  of  the  money  which  we  daily  carry 
in  our  pockets?  They  are  probably  a  permanent 
addition  to  our  financial  resources.  In  the  prewar 
period,  more  than  98%  of  the  number  of  accounts 
in  insured  commercial  banks  were  $5,000  or  less.  They 
represented  about  29%  of  the  total  in  dollar  volume. 
Less  than  2%  of  the  number  of  accounts  were  more 
than  $5,000.  They  represented  70%  of  the  total  dollar 
volume.  Thus  far  the  statistical  evidence  is  rather 
meager  and  in  some  respeets  unreliable,  but  it  is  a 
fair  assumption  that  practically  all  the  increase  in 
currency,  outside  of  the  banks,  is  in  the  custody 
of  owners  of  limited  financial  means.  It  is  probable 
that  there  are  a  great  many  bank  depositors  in  the 
same  category;  that  the  number  of  small  depositors 
has  drastically  risen;  and  that  the  size  of  the  small 
deposits  has  substantially  increased.  Recent  figures 
offered  by  the  Treasury  at  a  Congressional  hearing 
showed  that  during  the  past  four  years,  an  increase 
of  three  dollars  in  bank  deposits  was  accompanied 


by  an  average  increase  of  one  dollar  of  money  in  cir¬ 
culation.  Although  this  observation  covers  a  very 
short  period,  it  may  be  highly  relevant. 

The  Treasury  and  the  Federal  Reserve  System 
and  all  other  financial  instrumentalities  should 
sponsor  a  program  to  educate  the  public  as  to  the 
nature  of  bank  deposits,  and  as  to  the  important 
role  which  they  play  in  the  monetary  system.  Such 
a  program  would  perforce  explain  that  deposits  come 
about  in  two  ways:  funds  are  actually  put  in  the 
bank  by  depositors,  and  deposits  are  created  by  the 
bank  for  the  benefit  of  borrowers.  Everybody  under¬ 
stands  the  first  method,  but  only  a  few  have  any 
comprehension  of  the  second.  When  banks  were 
making  loans  principally  to  industries,  trade,  and 
commerce,  it  was  often  said  that  the  banks  loaned 
the  depositor’s  money.  This  was  true  in  a  sense,  but 
very  little  was  said  about  the  fact  that  the  banks 
were  chartered  to  create  deposits.  In  fact,  they  are 
the  only  private  financial  institutions  which  enjoy 
this  franchise.  To  be  sure  they  are  prohibited  by 
law  from  receiving  more  deposits  than  their  capital 
warrants.  Certain  reserves  are  required  and  a  careful 
check  is  made  from  time  to  time  to  ascertain  that 
these  reserves  have  actually  been  provided. 

Bank-credit  Problems 

It  is  only  in  recent  years,  notably  since  the  first 
World  War,  that  national  governments  have  begun 
to  employ  bank  credit  extensively.  It  proved  to  be 
a  very  convenient  and  easy  way  of  raising  money, 
not  only  for  economic  emergencies,  but  for  war.  Our 
government  is  no  exception,  and  it  has  established 
a  record  extending  considerably  over  a  decade,  during 
which  time  it  has  borrowed  a  great  many  billions 
of  dollars  from  the  banks  by  giving  them  its  promises 
to  pay,  namely,  its  bonds,  against  which  the  banks 
have  created  deposits  in  its  favor.  Much  of  this — 
most  of  it,  in  fact — is  new  money,  deposit  money, 
exercising  an  inflationary  pressure. 

The  question  now  arises  as  to  what  banks  will 
do  in  the  postwar  period  when  business  is  again 
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under  the  necessity  of  making  loans.  If  the  banks 
come  out  of  the  war  with  75%  to  80%  of  all  their 
assets  in  government  securities,  how  will  they  acquire 
capacity  to  create  new  deposits  in  favor  of  industry, 
trade  and  commerce.?  The  easy  answer  is  that  the 
Treasury  and  the  Federal  Reserve  System  will  reduce 
the  reserve  requirements  to  meet  the  situation.  But 
this  answer  is  perhaps  a  little  too  easy,  because  the 
process  could  not  go  on  indefinitely.  The  manipulation 
of  bank  reserves  is  a  very  useful  device,  and  it  has 
proven  its  workability.  If  existing  reserve  requirements 
were  to  be  cut  in  half  throughout  the  entire  banking 
system,  banks  would  be  able  to  create  a  half  trillion 
dollars’  worth  of  credit  in  favor  of  the  government, 
but  long  before  the  government  had  borrowed  that 
amount  the  inflationary  force  generated  by  the  crea¬ 
tion  of  new  deposits  would  engulf  us.  American  bankers 
are  fully  aware  that  they  must  not  rely  on  this  method. 

This  brings  the  discussion  to  a  brief  review  of  the 
responsibilities  of  bank  management.  The  bankers 
have  already  effected  notable  internal  economies.  On 
the  whole  they  are  pursuing  a  conservative  dividend 
policy  and  are  building  up  their  capital  positions. 
In  a  few  instances  they  have  sold  additional  bank 
stock,  anticipating  their  postwar  needs.  Others  have 
substituted  private  for  public  capital — by  paying  off 
RFC  preferred  stock  advances.  It  is  a  reasonable  asser¬ 
tion  that  banking  as  a  whole  is  trying  to  strengthen 
its  capital  structure. 

Educating  the  Depositor 

The  real  unknown  in  the  postwar  banking  adjust¬ 
ments  is  the  depositor.  This  vast  number  of  individ¬ 
uals  have  in  their  hands  an  important  element  of 
control.  Unhappily,  they  are  not  organized,  and  for 
the  most  part  they  are  unaware  of  the  effect  which 
their  actions  may  have  on  the  entire  economy.  If 
they  were  to  spend  these  deposits  without  restraint 
in  the  early  postwar  period,  they  could  feed  an  in¬ 
flationary  fire,  which  would  be  a  major  disaster.  If 
they  could  see  it  in  their  own  interest  to  invest  these 
deposits  they  would  check  the  inflation  which  threat¬ 
ens  to  destroy  them.  In  either  case,  the  banks  would 
not  lose  the  deposits,  for  they  would  be  constantly 
returning. 

To  digress  a  moment,  there  are  really  only  a  few 
ways  in  which  this  bank  deposit  bulge  can  be  reduced. 
The  first  is  by  having  the  government  pay  off 
a  substantial  part  of  its  debt  to  the  banks.  This  is  un¬ 
likely  to  happen  in  the  early  postwar  period.  Then  we 
could  sell  gold  abroad,  in  a  number  of  ways,  which 
would  also  decrease  our  deposits.  But  there  is  little 
likelihood  of  our  taking  this  action  for  some  time 
after  the  war.  Bank  depositors  might  be  persuaded 


to  buy  the  government  bonds  now  owned  by  the 
banks.  This  would  be  ideal,  unless  the  government 
is  under  the  necessity  of  continuing  to  borrow,  in 
which  case  it  will  need  the  help  of  the  bank  depositors. 
Finally,  bank  depositors  might  be  persuaded  to  buy 
bank  stock.  This  would  be  an  excellent  measure 
of  relief. 

To  return  to  the  problem  of  depositors,  these  owners 
of  purchasing  power  will  not  only  have  to  choose 
what  they  are  going  to  do  with  it,  but  they  will  have 
to  time  their  actions  to  the  needs  of  the  hour.  In  the 
early  postwar  days  when  industry  is  reverting  to 
peacetime  activities,  the  depositors  will  find  it  in 
their  interest  to  spend  with  restraint,  and  to  invest 
generously.  If  they  are  not  minded  to  do  either,  they 
can  let  their  deposits  lie  idle.  When  industry  is  ready 
to  serve  the  pent-up  consumer  demand,  they  may 
begin  to  spend,  again  with  reasonable  restraint,  until 
at  last  supply  meets  demand  in  a  workable  equilibrium. 
So  it  is  not  only  a  question  of  what  these  depositors 
will  do,  but  it  is  the  timing  of  their  actions.  How  they 
can  be  persuaded  to  conform  to  the  best  interests 
of  the  economy  as  a  whole,  which  of  course  coincides 
with  their  own  interests,  it  is  difficult  to  say.  Edu¬ 
cation  is  an  easy  answer  to  give,  but  an  extraordin¬ 
arily  difficult  process  to  accomplish. 

All  this  leads  to  an  important  observation  about 
the  present  war  financing.  It  has  probably  been  a 
mistake  to  sell  defense  and  war  bonds  on  the  theory 
that  the  purchasers  are  storing  up  purchasing  power 
against  emergency.  It  would  have  been  far  better 
to  have  persuaded  them  to  become  investors,  and 
to  anticipate  holding  their  bonds,  if  not  to  maturity, 
at  least  for  a  considerable  number  of  years.  It  is  also 
patent  that  we  have  not  yet  made  the  heroic  effort 
to  sell  these  bonds  to  individuals,  rather  than  to 
commercial  banks.  When  the  individual  buys  them, 
he  uses  purchasing  power  that  is  already  in  existence. 
He  pays  for  them  out  of  his  earnings,  or  other  income, 
and  thereby  takes  purchasing  power  out  of  the 
market  at  a  time  when  its  influence  is  adverse.  But 
when  a  commercial  bank  buys  a  bond  from  the  gov¬ 
ernment,  it  creates  new  money,  deposit  money,  and 
adds  to  the  supply  of  purchasing  power.  The  war 
loans,  with  a  single  exception,  have  been  impressive. 
We  have  all  rejoiced  to  find  such  a  vast  volume  of 
resources  made  available  to  the  government,  but  the 
cold  fact  is  that  the  total  to  date  has  come  very 
largely  from  institutions  and  eorporalions,  and  far  too 
little  from  the  individual. 

It  has  not  been  necessary  to  emphasize  the  fact 
that  all  we  have  been  saying  thus  far  has  to  do  with 
commereial  banks.  The  savings  banks  are  in  an 
entirely  different  position.  In  a  definite  sense,  their 
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function  parallels  that  of  the  individual  who  saves 
out  of  income.  The  resources  of  the  savings  banks 
are  the  savings  of  individuals,  and  when  savings 
bank  management  lends  to  the  government,  it  does 
not  create  new  money.  If  we  were  wise,  we  would 
encourage  people  to  save  through  the  savings  banks, 
as  well  as  to  save  by  buying  government  bonds.  The 
reasons  for  this  are  patent:  if  hundreds  of  thousands 
of  individuals,  saving  small  sums,  deposit  them  in 
savings  banks,  the  management  of  those  banks  can 
invest  in  government  bonds  and  save  the  Treasury 
an  enormous  amount  of  bookkeeping  and  distributing 
costs.  But  that  is  not  all!  Saving  through  the  instru¬ 
mentality  of  savings  banks  is  a  very  old  institution. 
Thousands  of  people  save  this  way  who  never  bought 
a  bond  or  made  any  other  type  of  investment  in 
their  lives.  Thousands  of  them  do  not  understand 
what  a  bond  is,  and  would  rather  not  make  such  a 
commitment.  They  should  be  encouraged  to  save 
in  the  old  established  ways.  And  finally,  when  they 


Question;  If  the  depositor  is  not  to  spend,  where 
would  the  demand  come  from  so  that  we  will  create 
production,  which  is  so  necessary  for  employment? 

Dr.  Cadman:  We  are  speaking  very  largely  of  the 
early  postwar  period  when  adjustments  will  have  to  be 
made,  and  those  adjustments  are  critical.  Obviously, 
we  don’t  want  to  say  to  the  depositors  that  they 
shouldn’t  spend  anything,  but  we  do  want  them  to 
recognize  their  responsibility  in  carrying  a  considerable 
portion  of  the  investment  burden.  Furthermore,  we 
dare  not  loose  this  flood  of  purchasing  power  suddenly. 
I  think  your  question  could  be  answered  by  saying 
that  this  is  a  matter  of  timing.  The  timing  is  going  to 
be  all-important. 

Chairman:  The  problem  is  whether  you  can  put 
a  “stop-go”  sign  on  people’s  spending.  Here  are  the 
deposits  waiting.  Can  you  say,  “Now,  boys,  this  is 
the  time  not  to  spend,”  and  then  put  on  the  green 
light  and  say,  “Now  is  the  time  to  spend?”  It  sounds 
just  a  shade  difficult,  doesn’t  it? 

Question:  Can  it  be  determined  statistically  what 
portion  of  our  present  deposits  are  owned  by  individ¬ 
uals  as  against  other  owners? 

Dr.  Cadman:  The  Federal  Reserve  System  has 
tried  to  do  it;  in  their  most  recent  report  they  said 
that  the  statistical  data  were  very  meager.  The  Fed¬ 
eral  Deposit  Insurance  Corporation  has  done  a  good 
deal,  trying  to  find  out  approximately  how  these 
deposits  are  owned.  They  reported  that  on  September 
24,  1941,  98.1%  of  the  accounts  in  insured  commer¬ 


reach  the  time  when  they  have  need  for  their  savings, 
it  will  be  far  safer  for  them  to  bring  their  modest 
demands  to  a  bank  than  to  cash  a  bond  of  large 
denomination,  perhaps  at  a  time  when  the  Treasury 
is  having  to  cope  with  demand  liabilities  in  vast 
amounts. 

So  postwar  banking  readjustments  are  a  threefold 
concern:  first,  federal  fiscal  and  monetary  policy  will 
dominate  the  scene.  We  have  the  right  to  assume  that 
these  policies  will  be  for  the  good  of  the  country.  Sec¬ 
ond,  bank  management  must  do  its  part.  It  is  now  fully 
aware  of  that  responsibility.  Third,  the  depositors 
have  it  in  their  power  to  exert  an  immense  influence 
for  good  or  evil.  Perhaps  the  next  great  step  that 
banking  should  take  for  the  financial  welfare  of  the 
nation  is  the  all-important  task  of  educating  its 
depositors,  and  particularly  that  vast  new  army  of 
depositors,  which  now  holds  a  volume  of  purchasing 
power  which  can  literally  strengthen  or  impair  the 
entire  price  structure. 


cial  banks  controlled  29.2%  of  the  amount  of  de¬ 
posits,  while  less  than  2%  of  the  number  of  accounts 
controlled  over  70%  of  the  amount  of  deposits.  Four- 
tenths  of  one  per  cent  of  the  number  of  accounts 
(those  of  more  than  $25,000)  controlled  56.9%  of 
the  amount  of  deposits. 

The  best  evidence  we  have  now  indicates  a  sub¬ 
stantial  shift  of  deposits  toward  the  individual.  The 
number  of  individual  accounts  has  increased  substan¬ 
tially,  and  the  dollar  amount  has  increased  sub¬ 
stantially.  To  estimate  just  how  much  would  be  diffi¬ 
cult.  But  that  situation,  and  the  necessity  for  con¬ 
trolling  purchasing  power,  has  given  rise  to  proposals 
to  freeze  deposits,  notably  to  freeze  some  of  the  de¬ 
posits  of  big  business,  of  large-scale  industry. 

This  method  of  checking  some  of  this  purchasing 
power  is  proposed  in  a  wave  of  talk  coming  out  of 
Washington  now.  But  if  the  turnover  of  deposits  of 
large  business  were  restricted,  the  psychological  re¬ 
action  on  the  small  depositor  would  immediately 
be  a  fear  that  his  deposit  would  also  be  frozen,  and 
you  would,  therefore,  have  a  further  impetus  to 
hoard  money.  The  talk  itself  stimulates  the  hoarding 
of  money,  probably  to  a  considerable  degree. 

Chairman:  The  Federal  Reserve  System  is  now 
making  some  study  of  the  composition  of  deposits 
and  the  shifts,  as  to  whether  the  growth  has  been 
largely  in  individual  or  corporate  deposits.  Mr.  Roelse 
of  the  New  York  Bank  is  here.  Do  you  have  any 
comment  on  it? 

Mr.  Roelse  (Federal  Reserve  Bank  of  New  York)  ; 
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I  haven’t  seen  returns  for  the  country  as  a  whole  yet. 
We  have  quite  a  number  of  reports  in  on  this  district, 
and  to  me  the  results  were  rather  surprising.  It  ap¬ 
peared  that  most  of  the  increase  since  the  end  of  1941 
in  deposits  of  the  banks  from  whom  we  received  re¬ 
ports  was  in  business  accounts  of  one  sort  or  another. 
That  includes  insurance  companies,  as  well  as  manu¬ 
facturing  and  trade  organizations. 

There  appear  to  be  a  number  of  explanations:  in¬ 
creased  working  balances  of  war  industries,  inability 
of  industries  to  make  normal  expenditures  for  replace¬ 
ments  and  improvements,  liquidation  of  inventories 
in  distributive  lines,  accumulation  of  funds  for  invest¬ 
ment  in  concerns  such  as  insurance  companies,  and 
probably  several  others.  Large  personal  accounts 
showed  little,  if  any,  increase.  I  am  not  sure,  of  course, 
that  that  is  typical  of  the  country  as  a  whole.  It  is  a 
preliminary  indication  from  this  district. 

Question:  What  would  the  government  do  if  it 
were  faced  with  a  wholesale  cashing  in  of  Defense 
Bonds  after  the  war  is  over? 

Dr.  Cadman:  I  would  say  that  the  government 
would  then  be  driven  to  further  borrowing,  and  if 
there  w^as  no  public  response  for  that  borrowing,  it 
would  again  have  recourse  to  bank  credit,  which 
would  further  augment  deposits  and  again  increase 
the  inflationary  thrust. 

Question:  Would  there  be  any  possibility  that 
government  might  freeze  those  Defense  Bonds? 

Dr.  Cadman:  There  again  you  have  a  question  of 
government  policy.  When  the  government  modifies 
an  existing  contract,  as  we  saw  in  the  case  of  the 
gold  clause,  or  when  it  contemplates,  let  us  say,  taking 
away  the  exemption  from  outstanding  tax-exempt 
securities,  it  weakens  confidence  in  all  of  its  contracts. 
Having  distributed  a  very  large  volume  of  govern¬ 
ment  bonds  on  the  theory  that  they  were  “stored-up 
purchasing  power”  to  be  used  in  the  postwar  period 
when  there  was  unemployment,  it  would  be  difficult  to 
freeze  those  issues  without  losing  the  confidence  of 
a  very  considerable  portion  of  the  holders.  It  seems 
to  me  that  w'ould  be  perhaps  the  worst  way  to  do  it. 

Question:  Dr.  Cadman,  it  makes  a  considerable 
difference,  I  suppose,  whether  the  excess  funds  are 
held  by  corporations  or  by  individuals.  I  was  per¬ 
sonally  not  surprised  to  hear  the  gentleman  over 
here  report  that  80%  of  the  increase  is  in  corporate 
business  funds.  I  don’t  know  whether  my  acquain¬ 
tances  and  friends  are  at  all  typical,  but  more  of 
them  are  w'orried  about  what  they  are  going  to  sell, 
and  whether  they  are  going  to  borrow  to  pay  their 
income  taxes,  than  they  are  about  what  they  arc 
going  to  do  with  excess  money. 


Dr.  Cadman:  That  is  very  true,  but  you  will  never¬ 
theless  recognize  that  excess  money  exists  perhaps  in 
the  greatest  volume  that  we  have  ever  had  in  this 
country.  The  Monthly  Review  of  the  San  Francisco 
Federal  Reserve  Bank  recently  reported  that  “The 
most  notew'orthy  feature  of  the  growth  in  demand 
deposits  in  the  12th  District  is  the  wide  geographic 
distribution  of  the  gains.  A  substantial  increase  oc¬ 
curred  in  almost  every  county  in  the  district.  Only 
one  county.  Summit  County,  Utah,  lost  deposits.” 
It  goes  on  to  say  that  the  increase  exceeded  100% 
in  forty  counties  throughout  the  district.  Then  it  con¬ 
tinues,  after  giving  some  interesting  charts,  “It  is 
evident,  however,  that  relative  increases  in  the  metro¬ 
politan  counties  in  general  were  smaller  than  in  other 
counties.” 

So  you  have  that  increase  taking  place  outside 
your  metropolitan  areas  where,  presumably,  a  lot  of 
your  big  business  is  located.  We  do  have  the  evidence 
that  the  number  of  depositors  has  very  greatly  in¬ 
creased  and  that  their  individual  deposits  have 
increased.  I  concur  with  you,  however,  that  the  dollar 
volume  of  deposits  is  a  major  factor  as  between  the 
two  types  of  owners. 

Chairman:  In  addition  to  the  actual  increase  in 
deposits,  there  is  the  increase  of  money  in  circulation, 
which  again  is  almost  wholly  in  the  hands  of  individ¬ 
uals.  And  there  is  a  good  redistribution  of  \vealth 
going  on,  isn’t  there?  At  least  a  redistribution. 

Question:  I  want  to  say  that  I  agree  with  Dr. 
Cadman  on  trying  to  educate  someone  to  be  an  in¬ 
vestor  rather  than  a  spender.  Do  you  think  the 
spending  could  be  controlled  by  the  government 
issuing  purchasing  coupons  on  the  basis  of  income — 
a  certain  per  cent  of  your  income?  Take,  for  instance, 
a  man  who  earns  $3,000  or  $4,000  a  year.  Say  that 
he  would  get  $2,000,  or  50%,  in  purchasing  coupons, 
and  he  couldn’t  spend  over  $2,000  for  certain  articles. 
Could  the  government  use  coupons  to  control  spend¬ 
ing? 

Dr.  Cadman:  Well.  Mr.  Morgenthau  has  an  ana¬ 
logous  proposal  on  the  basis  of  which  he  would  like 
to  tax  you  on  your  spending,  not  on  what  you  buy, 
but  how  much  you  buy.  I  have  a  congenital  antipathy 
to  all  such  programs.  I  doubt  very  much  that  the 
average  man  can  understand  them  or  that  he  would 
adjust  to  them. 

Question:  Will  the  termination  of  contracts,  in 
the  event  that  the  government  makes  a  70%  or  90% 
settlement,  which  appears  very  desirable  from  the 
standpoint  of  getting  working  capital,  have  any 
effect  on  inflation,  or  is  that  a  shift? 

Dr.  Cadman:  I  would  say  it  is  a  shift,  and,  further- 
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more,  it  is  not  going  to  be  rapid.  We  hope  it  is  going 
to  be  faster  than  some  of  us  have  anticipated,  but 
it  may  not  be  rapid.  I  would  characterize  it  as  a 


shift  rather  than  an  inflationary  device,  because 
the  needs  of  business  for  working  capital  are  going 
to  be  very  considerable. 


INVESTMENT  BANKING  IN  POSTWAR  READJUSTMENT 

By  Edwaed  Hopkinson,  Jr, 

Vice-President,  Investment  Bankers  Association  of  America 


The  presence  of  an  investment  banker  on 
this  program  immediately  following  Dr.  Cadman 
must  be  due  to  the  belief  of  someone  in  The  Con¬ 
ference  Board  that  if  this  job  of  educating  for  in¬ 
vesting  instead  of  spending  is  going  to  be  success¬ 
fully  done,  it  must  be  done  to  a  substantial  extent, 
at  least,  through  the  mechanism  of  the  investment 
banking  industry. 

I  think  that  is  true,  and  I  also  think  it  is  true  that 
if  it  is  successfully  done,  it  must  be  based  on  the  profit 
motive.  There  must  exist  conditions  under  which 
the  investment  banking  industry  can  make  a  profit 
and  also  persuade  the  would-be  spender  that  he  can 
make  a  profit  by  investing  instead  of  spending. 
It  seems  appropriate,  therefore,  that  we  should  ex¬ 
amine  the  mechanism  of  the  investment  banking  in¬ 
dustry  as  it  has  developed,  or  the  reverse,  today,  the 
conditions  under  which  it  is  functioning,  and  whether, 
to  accomplish  the  job  which  Dr.  Cadman  has  laid 
out  for  it,  it  can  function  successfully  under  these 
present  conditions,  or  whether  there  must  be  changes 
in  those  conditions  which  will  enable  it  to  do  the 
job  which  is  of  importance  to  the  country  and  to 
industry. 

Investment  banking  represents  the  service  type  of 
function;  its  primary  purpose  is  to  serve  business  and 
industry  and  it  must,  therefore,  adjust  itself  to  their 
needs.  As  business  and  industry  change,  so  does  the 
technique  of  distribution.  Some  of  these  changes,  in 
fact  practically  all  of  them  until  recently,  have  been 
a  natural  evolution;  more  recently  substantial  changes 
and  readjustments  have  been  imposed  by  law  and 
regulation. 

Investment  banking,  in  its  present  form  of  complete 
segregation  from  the  banking  function  proper  except 
as  to  certain  classes  of  exempted  securities,  is  of  rela¬ 
tively  recent  growth. 

Development  of  Investment  Banking 

During  the  first  World  War  and  the  postwar  de¬ 
cade,  investment  banking  responded  admirably  to 
the  demands  of  the  times.  The  financial  community 


was  able  as  quickly  as  any  other  segment  of  our  econ¬ 
omy  to  assume  its  full  share  of  responsibility  in  the 
distribution  of  securities  of  all  types  with  the  invest¬ 
ing  public.  In  spite  of  considerable  skepticism,  a 
half-billion-dollar  Anglo-French  loan  was  successfully 
floated  early  in  the  last  war.  There  had  matured  dur¬ 
ing  and  following  the  first  World  War  a  machinery 
of  capital  financing  in  this  country  that  was  able  to 
tap  practically  every  source  of  capital  and  also  to 
make  available  to  individual  investors  investments 
with  the  breadth  of  variety  to  suit  every  need. 

This  was  the  machinery  of  the  underwriter,  who 
negotiated  the  financing  of  the  issue,  spread  the 
underwriting  risk  by  means  of  a  syndicate  of  invest¬ 
ment  banking  houses  and  banks,  and  fanned  the 
securities  out  to  every  corner  of  the  nation  through 
nationwide  selling  syndicates,  making  simultaneous 
offerings  at  fixed  prices. 

Recent  Changes 

That  is  fundamentally  the  system  of  investment 
banking  today.  Innumerable  developments  of  the 
past  ten  or  twelve  years  have  affected  its  operations — 
some  have  definitely  crippled  it,  but  they  have  not 
fundamentally  changed  it.  Many  regulations  have 
merely  made  a  simple  step  more  complicated.  For 
instance,  one  house,  or  a  small  group  of  houses,  no 
longer  does  the  underwriting  individually  and  then 
reinsures  its  risk  by  forming  an  underwriting  or 
“banking”  group.  All  members  of  the  underwriting 
group  now  sign  separate  contracts  with  the  issuer. 
There  have  been  instances  of  where  upward  of  one 
hundred  contracts  were  necessary. 

The  mechanism  of  investment  banking  since  Jan¬ 
uary  1,  1936,  is  largely  represented  by  dealers  reg¬ 
istered  with  the  Securities  and  Exchange  Com¬ 
mission.  A  little  less  than  half  of  these  registered 
dealers  are  members  of  the  National  Association  of 
Securities  Dealers,  an  organization  formed  under  the 
authority  of  Congress  for  the  self-regulation  and  dis¬ 
cipline  of  the  securities  industry.  This  has  been  in  ex¬ 
istence  only  since  the  early  part  of  1940.  The  oldest 
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organization  of  the  investment  banking  industry  is  the 
Investment  Bankers  Association  of  America,  a  volun¬ 
tary  organization,  established  in  1912.  This  organiza¬ 
tion  has  a  membership  consisting  for  the  most  part 
of  the  larger  firms  and  organizations. 

From  a  study  of  these  registrations  and  member¬ 
ships,  it  is  perfectly  clear  that  the  manpower  of  the 
investment  banking  industry  has  markedly  shrunk 
from  the  1929-1930  high-water  mark,  and  that  this 
trend  is  continuing.  Part  of  this  shrinkage  in  dealer 
numbers  in  the  recent  past  is  explained,  of  course,  by 
service  enlistment,  but  not  a  large  part,  because  most 
firms  have  continued  in  existence  with  at  least  a 
skeleton  organization  and  maintained  their  registra¬ 
tion  or  membership  status. 

The  significance  of  the  trend,  in  my  opinion,  is  due  to 
certain  fundamental  changes  which  have  been  taking 
place  in  the  business.  I  believe  the  shrinkage  in  total 
personnel  in  the  investment  banking  business  is  more 
significant  than  even  the  shrinkage  in  the  number  of 
firms.  I  have  figures  for  the  registration  of  both  dealers 
and  salesmen  in  the  State  of  Pennsylvania.  In  1938 
there  were  578  dealers  registered  in  Pennsylvania.  By 
May  31,  1942,  the  number  had  dropped  to  430.  But 
the  number  of  registered  salesmen  dropped  from  4,527 
in  1938  to  only  2,257  in  1942. 

I  believe  the  fundamental  change  that  is  taking 
place  is  that,  for  a  variety  of  reasons,  investment  se¬ 
curities  are  no  longer  being  distributed  retail  to  the 
public  on  anything  like  the  past  scale.  The  market  for 
new  capital  has  become  largely  an  institutional  mar¬ 
ket,  or  for  large  investors.  The  regulatory  techniques 
devised  to  cure  abuses,  some  real  and  some  imaginary 
or  small-scale,  have  to  a  very  considerable  extent 
dammed-up  the  capital  market  for  the  small  retail  in¬ 
vestor.  If  it  is  a  desirable  thing  to  reopen  this  source 
of  funds  for  American  industry  in  our  postwar  econ¬ 
omy,  thought  will  have  to  be  given  to  removing  some 
of  the  obstacles  which  presently  put  a  premium  upon 
the  so-called  private  placement,  and  to  removing  the 
narrow  spreads  resulting  from  competitive  bidding. 

Regulatory  Laws  and  Administrative  Agencies 

Investment  Banking  operates  under  the  Securi¬ 
ties  Act  of  1933  and  under  the  “Blue-Sky  Laws”  of  the 
several  states.  It  is  also  governed  in  some  respects, 
and  is  otherwise  greatly  affected  by,  the  Securities 
Exchange  Act  of  1934,  the  Public  Utility  Act  of  1935, 
the  Trust  Indenture  Act  of  1939,  and  by  various  other 
laws,  including  the  Banking  Act. 

Among  the  supervisory  powers  exercised  by  vari¬ 
ous  public  agencies  with  respect  to  national  banks, 
and  state  banks  which  are  members  of  the  Federal 
Reserve  System,  is  the  authority  given  by  the  Bank¬ 


ing  Act  to  the  Comptroller  of  the  Currency  to  define 
“investment  securities”  and  to  make  regulations  gov¬ 
erning  their  purchase  by  the  banks. 

No  one  can  question  the  high  purpose  behind  these 
regulations.  They  were  intended  to  strengthen  the 
position  of  the  banks  and  protect  the  funds  of  de¬ 
positors.  It  is  doubtful  that  this  objective  has  been 
realized.  The  banks  have  been,  in  effect,  prevented 
from  purchasing  bonds  of  a  rating  lower  than  Baa, 
and  in  practice  examiners  have  frequently  dis¬ 
couraged  the  purchase  of  bonds  having  less  than  an  A 
rating.  I  refer  to  the  “ratings”  established  by  the  vari¬ 
ous  statistical  and  advisory  services.  The  larger  com¬ 
mercial  banks  in  the  principal  cities,  and  the  smaller 
commercial  banks  in  the  other  cities  and  towns 
throughout  the  country,  exert  great  influence  on  in¬ 
vestors  in  their  communities,  and  when  these  banks 
are  prevented  or  discouraged  by  governmental  au¬ 
thority  from  buying  certain  investments  for  their  own 
account,  they  apparently  advise  others  against  the 
purchase  of  such  investments.  As  a  result,  the  market 
for  corporate  bonds  other  than  those  designated  by 
the  rating  services  as  of  definitely  established  in¬ 
vestment  quality  has  been  greatly  impaired.  It  is  my 
opinion  that  the  bad  results  of  these  regulations  from 
the  standpoint  of  the  general  economy  far  outweigh 
any  benefits  which  may  have  come  from  them.  It 
might  be  a  good  thing  to  restore  to  the  men  in  banks 
in  the  cities  and  towns  throughout  the  country  the 
right  to  exercise  in  good  faith  their  individual  judg¬ 
ment  of  investment  values. 

If  some  of  you  are  readers  of  the  Savings  Bank 
Journal,  you  may  recall  several  articles  which  pretty 
well  document  the  fact  that  the  ratings  are  not  at  all 
infallible  in  protecting  those  who  buy  on  ratings.  An¬ 
other  factor  tending  to  take  large  amounts  of  invest¬ 
ment  securities  out  of  the  hands  of  smaller  investors 
has  been  the  calling  of  widely  distributed  higher-cou¬ 
pon  issues  and  their  replacement  by  lower-coupon  is¬ 
sues  sold  directly  to  large  investors,  or  attractive  only 
in  the  institutional  market  because  of  the  low  yield. 

The  Securities  Act  of  1933 

Now  as  to  the  Securities  Act  of  1933  which,  as 
you  may  recall,  was  at  its  inception  described  as 
the  “Truth-in-Securitics”  Act.  Investment  banking 
strongly  supports  the  disclosure  provisions  of  the  Act 
and  believes  it  desirable  from  every  point  of  view  to 
provide  the  investor  with  full  information  about  se¬ 
curities  offered  to  him  for  investment.  Full  disclosure 
of  relevant  information  is  not  an  obstacle  impeding 
the  flow  of  capital  into  private  enterprise  nor  is  it  a 
requirement  whieh  unduly  or  improperly  hampers  in¬ 
vestment  banking. 
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But  the  bill  which  became  the  Securities  Law  was 
in  no  sense  a  perfect  instrument.  It  passed  through 
Congress  in  the  course  of  a  few  days,  without  any 
public  hearings,  nearly  ten  years  ago.  All  of  its  effects 
could  not  have  been  clearly  understood  at  the  time  by 
Congress  or  by  the  public. 

There  is,  for  example,  a  “waiting  period,”  as  a  re¬ 
sult  of  which  the  capital  market  has  not  functioned 
in  a  way  designed  to  facilitate  the  free  flow  of  funds 
between  investors  and  issuers.  Under  the  1933  Act, 
as  amended,  a  corporation  desiring  to  issue  securities 
publicly  must  wait  twenty  days  after  the  filing  of  a 
registration  statement  before  its  securities  can  be  of¬ 
fered  to  the  public,  unless  SEC  accelerates  the  effec¬ 
tive  date  of  registration,  which  it  is  now  doing  in  an 
increasing  number  of  cases,  so  that  it  is  often  only  a 
matter  of  a  week  or  ten  days.  Since  the  preparation 
of  registration  data  prior  to  registration  usually  takes 
a  minimum  of  from  three  to  four  weeks,  the  result 
is  that  some  five  to  eight  weeks  usually  elapse  before 
an  issue  is  ready  for  public  offering.  The  delays  and 
inconveniences  imposed  by  this  requirement  have 
caused  many  issuers  to  avoid  the  public  market  and 
sell  their  securities  directly  to  institutions  without 
registration  through  what  is  called  “private  place¬ 
ment.” 

I  wish  to  make  it  plain  that  I  am  talking  about 
the  law,  and  that  no  criticism  of  the  SEC  is  intended 
or  implied. 

A  number  of  amendments  to  make  the  various  SEC 
acts  more  workable  are  pending  before  a  committee 
of  Congress,  but  SEC  and  the  industry,  while  able  to 
agree  on  some  changes,  have  been  unable  to  agree  upon 
many  which  the  industry  regarded  as  fundamental, 
and  the  whole  matter  has  been  deadlocked  for  more 
than  a  year. 

Private  Placement 

In  the  testimony  before  the  Temporary  National 
Economic  Committee,  “private  placement”  was  said 
to  afford  a  “newer  and  swifter  system”  of  carrying 
through  the  sales  of  issues  of  securities. 

Section  4  of  the  Securities  Act  of  1933  exempts 
certain  classes  of  transactions  from  the  requirements 
of  registration,  including  in  these  exemptions  “trans¬ 
actions  by  an  issuer  not  involving  any  public  offer¬ 
ing.” 

The  term  “public  offering”  is  not  defined  in  the  Act 
and  has  not  been  defined  by  a  rule  or  regulation  of 
the  SEC.  However,  the  practice  has  developed  of 
treating  as  other  than  a  “public  offering”  (and  there¬ 
fore  as  a  transaction  exempt  from  registration  under 
the  Act)  the  direct  acquisition  (from  issuers)  of  se¬ 
curities  by  a  limited  number  of  insurance  companies 


or  other  purchasers  who  are  purchasing  for  investment 
and  not  with  a  view  to  distribution.  In  current  usage, 
an  issue  sold  in  this  way  is  said  to  have  been  “pri¬ 
vately  placed.” 

Business  will,  of  course,  always  seek  to  discover  the 
most  efficient  market;  and  the  fact  that  many  billions 
of  dollars  of  corporate  financing  have  in  recent  years 
avoided  the  general  market  and  gone  directly  to  in¬ 
surance  companies  and  other  large  institutions  is  ob¬ 
viously  attributable  to  factors  not  present  in  the 
situation  before  1933,  which  have  since  then  impaired 
the  efficiency  of  the  general  market. 

It  has,  in  general,  been  widely  recognized  by  cor¬ 
porate  management  that  substantial  advantages  are 
to  be  derived  from  widespread  public  distribution  of 
securities.  Other  things  being  equal,  they  have  in  the 
past  almost  always  preferred  to  sell  their  issues  to  the 
public  as  a  whole  rather  than  to  a  small  number  of 
institutional  buyers.  The  change  in  the  situation  is 
largely,  if  not  wholly,  a  product  of  the  Securities  Act. 
A  factor  in  the  situation  has  been  the  desire  on  the 
part  of  corporate  management  to  avoid  the  trouble 
and  expense  involved  in  compiling  and  filing  a  regis¬ 
tration  statement.  It  is  probable,  too,  that  avoidance 
by  directors  of  potential  liability  under  the  Act  and 
avoidance  of  the  full  public  disclosure  of  corporate 
information  involved  in  the  filing  of  a  registration 
statement,  have  in  some  instances  influenced  corpo¬ 
rate  management  in  deciding  to  sell  issues  to  a  limited 
number  of  institutional  buyers  rather  than  to  arrange 
for  the  making  of  a  general  public  offering.  Important, 
however,  has  been  the  desire  on  their  part  to  avoid 
the  uncertainty  and  delay  occasioned  by  the  “waiting 
period,”  which  I  have  already  discussed. 

As  things  now  stand,  the  large  buyers  are  in  a  posi¬ 
tion  of  decided  advantage,  and  smaller  investors 
throughout  the  country  are  being  denied  the  oppor¬ 
tunity  to  purchase  securities  of  a  large  percentage  of 
the  highest-grade  industrial  and  public  utility  issues 
which  would  normally  become  available  to  them 
through  the  general  market. 

In  simple  terms,  the  “newer  and  swifter”  system  by 
which  corporate  issuers  eliminate  the  investment 
bankers  and  the  general  market  rests  wholly  on  ex¬ 
emption  from  the  registration  provisions  of  the  1933 
Act  as  to  issues  sold  to  a  small  group  of  large  insur¬ 
ance  companies  or  other  buyers.  It  does  not  arise  from 
economic  causes.  It  is  due  to  a  bad — or,  let  us  say, 
ambiguous — provision  in  a  basically  good  law  which 
has  made  it  impossible  for  the  general  market  to  com¬ 
pete  on  equal  terms  with  a  special  group  of  large 
buyers.  This  unbalanced  situation  should  disappear 
when  Congress  reexamines  the  law  and  amends  it  in 
accordance  with  the  principles  of  fair  and  equitable 
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treatment — not  only  for  investment  bankers,  but, 
what  is  much  more  important,  for  all  issuers  and  for 
the  investing  public. 

Competitive  Bidding 

Competitive  bidding  for  corporate  issues,  the  prac¬ 
tice  of  placing  new  issues  on  the  auction  block  to  be 
sold  to  the  highest  bidder,  is  a  matter  which  has  been 
much  agitated  in  recent  years,  particularly  since  the 
adoption  two  years  ago  by  the  SEC  of  a  rule  requiring 
it  in  most  issues  of  public  utility  holding  and  operating 
companies. 

There  is  no  federal  statute  which  requires  that  cor¬ 
porations  shall  have  recourse  to  competitive  bidding 
for  the  sale  of  their  securities.  I  should  perhaps  qualify 
this  by  saying  that  under  the  Clayton  Act  there  are 
certain  circumstances  in  which  competitive  bidding 
might  be  required,  although  such  circumstances  do  not 
appear  ever  to  have  arisen  since  that  Act  was  passed 
many  years  ago. 

It  is  true  that  since  1926  the  Interstate  Commerce 
Commission  has  required  competitive  bidding  in  the 
sale  of  railroad  equipment  trust  issues — which  are  con¬ 
sidered  by  some  to  be  a  special  type  of  security.  But, 
the  ICC  has  never  found  it  desirable  to  impose  such 
a  requirement  with  respect  to  the  sale  of  other  rail¬ 
road  securities. 

The  market  during  this  period  has  been  generally, 
except  for  brief  periods,  either  a  rising  or  a  stable  one. 
Only  when  the  rule  has  been  in  operation  in  the  light 
of  a  falling  or  fluctuating  market  can  the  effects  be 
appraised.  The  one  thing  that  has  been  demonstrated 
is  the  necessity  of  investment  banking  groups  bidding 
perhaps  unreasonably  high  prices  to  issuers  in  order 
to  get  the  issue,  with  the  resulting  necessity  of  the 
underwriters’  taking  a  small  spread  as  their  compensa¬ 
tion,  which,  in  turn,  results  in  the  necessity  of  reduc¬ 
ing  the  costs  of  distribution.  The  only  effective  method 
of  doing  this  has  been  the  placing  of  large  blocks  of 
the  issues  with  institutional  investors,  the  virtual 
elimination  of  the  small  dealer  from  selling  groups  for 
issues  of  institutional  grade,  and  the  further  freezing 
out  of  the  individual  investor  to  avoid  the  cost  of  retail 
distribution. 

The  auction-block  method  of  sale  is  not  one  which 
can  be  expected  to  produce  a  fair  price.  It  is  rather 
one  which  tends,  under  certain  circumstances,  and 
because  of  the  pressure  which  it  exerts,  to  extract  un¬ 
warrantably  high  prices  from  the  buyer.  The  ultimate 
buyer  of  securities  is  the  investor.  If  prices  are  forced 
too  high,  he  will  in  most  instances  be  the  loser. 

When  the  maintenance  of  competitive  conditions 
is  being  talked  about,  it  should  always  be  remembered 
that  investment  banking  as  it  stands  today  in  relation 


to  the  underwriting  of  corporate  securities  is  definitely 
competitive  in  the  sense  that  underwriters  are  always 
in  competition  with  the  market,  and  issuers  are  free 
to  terminate  underwriting  relationships  and  take  their 
financing  to  other  underwriters  or  elsewhere  when  the 
advice  given  or  the  terms  offered  to  them  by  their 
regular  underwriters  are  unsatisfactory. 

Whatever  the  results  which  might  come  from  com¬ 
petitive  bidding,  they  would  not,  in  my  judgment,  in¬ 
clude  any  advantages  to  the  investing  public.  Experi¬ 
ence  shows  that  direct  negotiation  is  much  more  likely 
to  arrive  at  prices  which  represent  fair  values  to  all 
concerned.  Moreover,  it  produces  better  securities; 
and  the  importance  of  this  should  not  be  minimized. 
Auction-block  sale  to  bidders  who  have  had  no  part 
in,  or  responsibility  for,  the  actual  construction  of 
the  issue  will  most  certainly  lower  the  quality  of  a 
security  and  eliminate  provisions  which,  although 
they  may  seem  burdensome  to  the  issuer,  should  be 
included  for  the  protection  of  investors.  In  the  1933 
Act,  Congress  clearly  identified  the  responsibilities  of 
underwriters  with  those  of  issuers.  This  would  have 
been  an  illogical  and  unreasonable  thing  to  do  had 
Congress  contemplated  that  underwriting  would  be 
arranged  in  any  way  other  than  through  direct  nego¬ 
tiation.  The  language  of  the  Act  shows  that  no  such 
idea  could  have  been  entertained  by  Congress.  So, 
until  affirmative  evidence  can  be  produced  to  show 
that  the  public  interest  and  that  of  investors  gen¬ 
erally  would  be  benefited  by  the  imposition  of  com¬ 
petitive  bidding,  government,  and  those  who  act  for 
government,  would  be  well-advised  not  to  subject 
corporate  management  to  such  a  requirement. 

P’ederal  Investment  Banking  Activities 

The  United  States  Government  is  heavily  engaged 
in  investment  banking,  and  thus  narrows  the  field  for 
the  activities  of  the  private  investment  banker.  Its 
activity  is  found  in  the  enlarged  activities  of  the 
Federal  Reserve  System  and  the  several  other  agen¬ 
cies  which  are  described  as  “instrumentalities”  of  the 
government,  such  as  the  Farm  Credit  Administration, 
the  Federal  Land  Bank  System,  the  Federal  Inter¬ 
mediate  Credit  Banks,  the  Reconstruction  Finance 
Corporation,  the  Defense  Plant  Corporation  and  now, 
more  directly,  the  departments  of  the  government 
through  their  guarantees  of  the  so-called  “V”  Loans. 
To  make  the  list  a  little  more  complete,  reference 
should  be  made  to  the  Federal  Home  Loan  Bank  sys¬ 
tem,  the  Home  Owners’  Loan  Corporation,  the  Fed¬ 
eral  Savings  and  Loan  System,  the  Rural  Electrifica¬ 
tion  Administration,  the  Electric  Home  and  Farm 
Authority,  Commodity  Credit  Corporation,  the  Ex¬ 
port  and  Imiiort  Bank,  and  the  Smaller  War  Plants 
Corporation. 
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I  do  not  want  to  be  understood  as  criticizing  either 
the  organization  or  the  functions  of  many  of  these 
instrumentalities,  but  merely  call  attention  to  their 
narrowing  the  opportunity  for  private  financing.  This 
affects  not  only  the  investment  bankers  but,  to  some 
extent,  the  regular  commercial  bank.  Perhaps  it  is 
better  that  certain  of  the  risks  involved  in  the  exten¬ 
sions  of  credit  being  made  through  some  of  these  agen¬ 
cies  should  fall  upon  the  taxpayers  as  a  whole  rather 
than  upon  the  private  investor.  The  experiences  of 
the  Twenties  are  still  vivid  in  the  minds  of  some  pur¬ 
chasers  of  foreign  bonds.  But  it  is  impossible  for  pri¬ 
vate  investment  banking  to  meet  the  competition  of 
government  agencies,  so  the  fields  invaded  by  agencies 
of  the  government  are  for  all  practical  purposes  lost 
to  investment  banking  as  a  private  business. 

What  I  have  said  so  far  applies  particularly  to 
bonds,  and  to  a  lesser  extent  to  preferred  stocks.  The 
problem  of  equity  capital  for  new  business  in  the  post¬ 
war  period  or  the  change-over  and  expansion  of  exist¬ 
ing  business  involves  practically  all  the  foregoing 
problems  and  in  addition  certain  others.  Plowed-back 
earnings  have  been  a  principal  source  of  equity  capi¬ 
tal  for  established  enterprises  in  the  past.  But  have 
not  our  existing  tax  laws  made  this  almost  impossible 
for  the  future  and  placed  greater  emphasis  on  the 
ability  to  go  freely  to  the  public  for  these  equity 
funds?  If  that  be  so,  and  if  it  is  desirable  to  have  the 
capital,  or  say,  accumulated  savings  of  the  small  pri¬ 
vate  investor  flow  back  into  industry,  then  is  it  not 
even  more  important  to  give  prompt  consideration  to 
the  remedying  of  any  obstacles  to  that  end,  whether 
such  obstacles  flow  out  of  the  impact  of  taxation  or 
from  the  mechanism  of  investment  banking? 

In  a  recent  address.  Professor  Sumner  Slichter  of 
Harvard  University  well  stated  some  of  the  questions, 
the  answers  to  which  may  be  of  vital  importance  to 
free  enterprise  in  our  country: 

How  can  the  flow  of  equity  capital  into  industry  be 
increased?  From  what  sources  can  funds  be  obtained  and 
what  ean  be  done  to  stimulate  the  flow  from  each  source? 

It  has  been  pointed  out  .  .  .  that  in  the  past  most 
equity  funds  have  come  from  plowed-back  earnings. 
Will  this  source  of  money  be  available  in  the  future  to 
the  same  extent  as  in  the  past?  Much  equity  money  in 
the  past  has  been  obtained  from  well-to-do  local  capital¬ 
ists.  Is  the  local  capitalist  who  has  been  important  in 
backing  enterprise  in  this  country  disappearing?  Can 
persons  of  moderate  means  supply  equity  capital?  Is 
it  practical  to  sell  public  issues  to  them?  Should  persons 


of  moderate  means  be  encouraged  to  take  the  great  risks 
involved?  Can  the  investment  companies  perform  a  func¬ 
tion  by  making  the  savings  of  persons  of  moderate  means 
available  to  industry  as  equity  capital? 

The  answers  to  these  questions  depend  in  large  mea¬ 
sure  upon  whether  one  is  considering  the  sources  of 
equity  capital  for  concerns  about  to  be  born  or  for  con¬ 
cerns  with  an  established  earnings  record.  Consequently, 

I  wish  to  consider  separately  new  enterprises  and  the 
established  businesses.  Somewhat  more  than  100,000 
new  nonagricultural  business  firms  are  started  each  year. 
This  is  about  5%  of  the  number  of  enterprises  in  exist¬ 
ence.  Who  starts  these  new  concerns?  How  much  capital 
goes  into  them?  Where  do  they  get  their  funds? 

Very  little  is  known  about  these  matters.  Plowed-back 
earnings,  the  principal  source  of  equity  capital  to  the 
established  enterprises,  are,  of  course,  not  available  to 
new  businesses.  Only  in  rare  and  exceptional  cases  can 
capital  for  new  concerns  be  obtained  by  public  issues. 
This  means  that  new  enterprises  have  obtained  their 
equity  funds  from  private  investment  of  individuals. 

It  would  be  important  to  know  to  what  extent  the  funds 
for  new  concerns  have  come  from  wealthy  individuals 
and  to  what  extent  from  persons  of  small  means  be¬ 
cause  it  is  possible  that  the  wealthy  person  as  a  source 
of  funds  may  become  permanently  less  important. 

If  the  answers  to  these  questions  involve  ready  dis¬ 
tribution  of  securities  to  the  small  investor,  whether 
the  securities  be  bonds  or  equity,  then  something  must 
be  done  to  make  possible  the  revitalization  of  the  in¬ 
vestment  banking  industry,  to  permit  it  to  earn  the 
profits  necessary  to  absorb  the  expense  of  retail  dis¬ 
tribution  of  securities,  and  to  employ  the  competent 
and  experienced  salesmen  necessary.  By  a  process  of 
attrition  this  machinery  has  been  worn  down  to  the 
breaking  point,  from  the  standpoints  of  both  capital 
and  personnel.  It  cannot  be  rebuilt  overnight.  If, 
therefore,  it  is  an  important  part  of  our  industrial 
machinery,  the  work  of  reconstruction  must  be  started. 

Our  Chairman,  in  an  article  in  the  Investment  Bank¬ 
ing  Magazine  for  October,  1940,  listed  several  of  the 
essentials  for  “the  encouragement  of  enterprise  and 
production.”  He  included  among  them  “a  vigorous 
and  active  security  market,  less  hampered  by  stringent 
controls  and  technical  rulings  and  laws.”  Another  was 
“revision  of  the  Public  Utilities  Holding  Companies 
Act  to  open  the  way  for  the  utilities  to  finance  thru 
the  open  market,  additions  and  improvements.  We 
need  an  intelligent  and  sympathetic  administration 
of  these  and  other  laws.  We  need  a  careful  revision  of 
tax  laws  to  encourage  and  not  discourage  enterprise.” 
We  still  need  most  of  these  essentials. 


PREPARING  FOR  POSTWAR  RECONSTRUCTION  107 


Discussion 


Question:  Mr.  Hopkinson  didn’t  touch  on  the 
factor  of  the  declining  interest  rates  for  the  higher- 
grade  bonds,  and  the  difficulty  of  educating  people 
to  put  their  funds  in  that  type  of  obligation. 

Mr.  Hopkinson:  I  think  that  has  been  a  factor  in 
the  type  of  distribution  which  has  taken  place,  but  I 
don’t  think  it  was  a  controlling  one  in  periods  in  the 
past  after  people  got  used  to  a  level  of  money  rates. 
They  bought  low-coupon  bonds  for  individual  invest¬ 
ment.  They  are  buying  low-dividend-paying  stocks 
now  for  investment.  They  are  buying  lower-coupon 
government  bonds  rather  than  even  the  highest-grade 
utility  and  industrial  bonds.  I  don’t  think  that  is  a 
controlling  factor  in  closing  the  individual  market 
after  people  once  become  used  to  the  lower  interest 
rates,  because  they  are  still  putting  their  savings  in 
savings  deposits.  Savings  bank  deposits  have  been 
strikingly  high  since  confidence  was  restored  in  a 
stable  money  rate.  I  think  that  has  a  bearing  on  it, 
and  had  a  more  important  bearing  two  or  three  years 
ago  than  it  would  have  today.  I  don’t  know  whether 
Dr.  Cadman  agrees  with  that. 

Dr.  Cadman:  Yes,  it  is  a  pretty  big  topic  on  which 
to  generalize,  but  certainly  the  statistics  of  savings 
bank  deposits  will  support  your  statement  entirely, 
even  though  savings-bank  interest  has  been  perhaps 
lower  than  the  yield  on  high-grade  securities. 

Question:  I  should  like  to  ask  Mr.  Hopkinson  if 
he  has  any  specific  suggestions  as  to  how,  by  change 
of  laws  or  otherwise,  the  investment  banking  industry 
can  supply  new  equity  capital  to  new  enterprises. 

Mr.  Hopkinson:  I  think  your  answer  would  be 
found  in  this  volume,^  and  I  am  not  going  to  attempt 
to  give  it  to  you.  It  contains  the  amendments  to  the 
Securities  Act,  which  were  agreed  to  by  SEC  and  the 
industry.  It  contains  the  industry  proposals  which 
were  not  agreed  to  by  SEC,  and  it  contains  SEC’s  pro¬ 
posals,  which  were  not  agreed  to  by  the  industry.  It  is 
some  100-odd  pages. 

In  substance,  I  think  the  competitive  bidding  rule, 
the  delays  in  connection  with  the  registration  state¬ 
ments,  the  problem  of  when  you  can  use  an  old  state¬ 
ment  and  when  you  have  to  have  a  new  one,  so  that 
you  have  to  do  your  financing  within  six  months  of 
your  last  audited  statement  and  go  to  the  expense  of 
having  new  inventories  and  audits  and  a  lot  of  things 
like  that — which,  in  many  cases,  are  certainly  not 

’Report  on  the  Conferences  with  the  Securities  and  Exchange 
Commission  and  its  Staff  on  Proposals  for  Amending  the  Securities 
Act  of  1933  and  the  Securities  Exchange  Act  of  1934  by  the  Rep¬ 
resentatives  of  Investment  Bankers  Association  of  America,  Na¬ 
tional  Association  of  Securities  Dealers,  Inc.,  New  York  Curb 
Exchange,  and  New  York  Stock  Exchange,  July  30,  1941. 


fundamental  in  the  protection  of  the  investor — are  the 
worst  of  them. 

Question:  Keeping  in  mind  the  key  question  which 
was  posed  by  the  first  speaker,  the  question  of  what 
we  are  going  to  do  to  educate  these  depositors  to 
guide  and  control  these  deposits,  I  have  been  reflecting 
on  the  observations  made  by  Mr.  Hopkinson  on  the 
present  and  future  of  the  investment  banking  busi¬ 
ness.  These  were  only  to  be  expected,  and  it  is  not  un¬ 
natural  that  these  observations  should  take  a  some¬ 
what  pessimistic  turn  in  the  light  of  the  experience  of 
that  industry  since  1934. 

However,  it  occurred  to  me,  as  he  spoke,  that  the 
period  wasn’t  a  good  one  in  which  to  test  the  pros- 
.pective  uses  of  the  investment  banking  business,  be¬ 
cause  during  the  past  ten  years  most  of  the  work  in 
that  field  has  been  refunding  and  reoffering,  and  the 
investment  bankers  haven’t  had  the  opportunity  as 
yet  to  deal  with  the  fundamental  question  that  de¬ 
rives  from  the  question  raised  by  Dr.  Cadman: 
namely,  how  are  you  going  to  get  to  work  on  new  en¬ 
terprise  and  new  investment.  As  1  understand  it,  the 
refunding  of  bond  issues  and  the  reoffering  of  exist¬ 
ing  holdings  do  not  do  anything  to  solve  the  prob¬ 
lem,  in  the  first  instance,  of  raising  money. 

In  my  judgment,  you  can’t  do  anything  about  these 
deposits  simply  by  transferring  them  from  one  hand  to 
another  through  a  refunding  or  a  reoffering,  and  the 
key  question  in  the  investment  banking  field  is, 
what  is  that  industry  going  to  be  able  to  do,  and  how 
are  we  going  to  get  to  the  point  where  new  money 
can  be  raised  for  new  enterprises  for  private  invest¬ 
ment.^  I  thought  we  might  have  lost  sight  of  that 
point  in  the  discussion. 

Mr.  Hopkinson:  I  think  the  point  you  make  is  a 
very  good  one.  The  significance  I  attach  to  the  pes¬ 
simistic  experience  of  the  Thirties  and  the  present 
conditions  under  which  the  business  is  operating  is 
that  they  will  not  have  the  personnel,  or  the  capital, 
or  the  technique  that  are  necessary  to  do  that  job, 
which  is  fundamentally  one  of  selling.  Under  present 
conditions,  the  investment  banking  industry,  to  a 
considerable  extent,  is  not  equipped  to  sell.  They  are 
order-takers. 

Even  the  stock  exchanges,  with  the  technique  they 
have  developed  for  the  special  offerings  with  larger 
than  the  regular  commissions,  and  the  after-three- 
o’clock  dealings,  have  realized  that  you  have  to  pay 
greater  compensation  to  salesmen  where  it  involves  a 
job  of  selling. 

The  reason  I  am  disturbed  about  the  continuance 
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of  the  present  conditions  is  that  they  are  going  to  get 
worse  rather  than  better. 

Chairman:  I  suppose  one  could  ask  the  question 
whether  the  industry’s  lack  of  sales  capacity  is  due  to 
a  stagnant  period  where  there  wasn’t  enough  to  sell,  or 
whether  it  is  due  more  largely  to  the  regulation.  How 
would  you  answer  that.^ 

Mr.  Hopkinson:  I  think  it  is  a  combination  of 
things.  I  think  the  period  through  which  we  have 
gone  would  inevitably  have  resulted  in  some  discour¬ 
agement  and  shrinkage  in  the  investment  banking 
business.  However,  I  think  if  there  had  been  a  con¬ 
tinuance  with  only  moderate  restrictions  on  technique, 
and  with  the  wider  spreads  that  the  industry  had  been 
accustomed  to,  they  would  have  been  able  to  main¬ 
tain  a  selling  organization  which  would  today  and  to¬ 
morrow  be  better  equipped  to  go  out  and  do  the  job 
which  Dr.  Cadman  visualizes  that  somebody  must  do 
if  these  savings  are  to  be  gotten  out  of  the  hands  of 
small  investors  into  the  channels  of  industrial  occu¬ 
pation. 

Dr.  Cadman:  This  gentlemen’s  thought  stimulates 
this  reaction  with  me:  our  problem,  as  all  of  us  have 
stated  today,  is  in  part  a  problem  of  the  formation 
of  new  capital,  and,  underlying  the  formation  of  new 
capital  in  perhaps  every  epoch  from  the  beginnings  of 
capital  has  been  the  institution  of  saving  of  some  kind 
or  other.  We  have  developed  credit  devices  that  en¬ 
abled  us  to  form  capital  much  more  quickly  and  arti¬ 
ficially  since,  but  underneath  it  all  is  that  level  of 
saving. 

Unless  we  can  stimulate  the  new  owners  of  these 
money  instruments  to  devote  a  part  of  them  at  least 
to  the  new  capital  requirements  of  the  age,  we  are 
going  to  be  under  a  good  many  of  the  handicaps 
which  have  been  coming  out  here  today,  because  of 
the  limitations  in  the  use  of  credit  instruments.  Those 
limitations  are  in  some  part  natural  and  in  some  part 
artificial,  as  has  already  been  pointed  out.  You  can 
throw  up  a  law  under  the  influence  of  socialistic  think¬ 
ing  which  virtually  stymies  the  credit  market,  or  at 
least  throttles  it  for  a  very  considerable  period  of  time. 

Question:  I  think  it  is  generally  true  that  we  never 
have  had  any  mechanism  for  brand-new  small  in¬ 
dustries  to  get  started,  except  through  a  group  of 
neighbors  with  some  money,  plus  the  local  bank.  The 
local  bank  has,  in  the  past,  played  a  very  important 
role.  Very  frequently  it  went  “bust”  doing  it,  but  it 
did  get  the  local  industry  started. 

Well,  now,  we  have  gotten  so  squeamish  about 
letting  banks  go  “bust”  that  that  method  of  getting 
capital  is  no  longer  available.  To  use  the  paraphrase 
of  William  James’  demand  for  a  moral  equivalent  of 


war,  we  very  much  need  an  economic  equivalent  of 
the  “busted”  banks.  I  wonder  if  the  investment  bank¬ 
ing  fraternity  is  prepared  to  come  forward. 

Question:  Mr.  Chairman,  I  would  like  to  make  an 
observation  as  to  that.  The  fact  is  that  we  are  under¬ 
going  a  change  in  this  country  which  is  probably  part 
of  the  maturing  economy;  namely,  I  think  it  can  be 
said,  generally  speaking,  that  until  recently  the  Ameri¬ 
can  people  were  much  more  interested  in  credit,  in 
expansion  of  credit,  than  they  were  in  safety  ©f  de¬ 
posits,  speaking  from  the  banking  point  of  view,  and  I 
think  the  experiences  of  the  last  ten  or  twelve  years 
have  resulted  in  making  the  American  people,  as  a 
whole,  much  more  concerned  about  the  safety  of 
their  deposits  than  they  are  about  expanding  credit. 

I  think,  in  all  seriousness,  there  has  been  a  marked 
change  in  the  attitude  of  the  people,  and  I  think  it  is 
probably  part  of  the  maturing  economy.  And  you  get 
it  in  other  ways.  Of  course,  our  laws  embody  it  to  a 
certain  extent — the  desire  for  security  rather  than  the 
desire  for  opportunity. 

Chairman:  I  wonder  if  that  can’t  be  carried  for¬ 
ward.  We  have  been  through  a  period  of  terrific  dif¬ 
ficulty  in  this  country.  The  depression  of  the  early 
Thirties  was  the  worst  we  ever  had,  and  it  drove  us  all 
into  the  storm  cellars.  As  you  suggested,  it  drove  the 
banks  into  the  storm  cellars.  Ever  since  then  they 
have  devoted  themselves  to  improving  their  position, 
and  the  insurance  companies  have  been  devoting  them¬ 
selves  to  bettering  their  portfolios.  All  that  means 
an  increased  demand  for  Triple-A  bonds  and  a  de¬ 
creased  demand  for  B  bonds  of  various  sorts,  and  less 
funds  available  for  equity  or  near-equity  require¬ 
ments. 

Of  course,  one  is  encouraged  a  bit  to  feel  that  the 
demand  for  equities  hasn’t  wholly  expired  by  the  re¬ 
cent  behavior  of  the  stock  market.  It  shows  that  there 
are  still  a  few  people  ready  to  take  a  chance.  I  wonder 
if  the  process  we  have  been  going  through  hasn’t  been 
partly  the  very  human  process  of  taking  our  licking 
and  coming  up  again.  I  suspect  the  enterprisers  of  the 
Twenties,  many  of  whom  went  through  the  wringer, 
will  never  be  qualified  again  to  lead  American  enter¬ 
prise,  because  they  had  the  heart  taken  out  of  them, 
and  that  a  new  group  of  enterprisers  has  to  come  up. 
We  need  those  enterprisers  as  part  of  our  outlook  into 
the  future,  and  we  need  various  laws  and  taxes  and 
so  forth  that  will  encourage  them.  But  the  good, 
tough  enterpriser  goes  ahead  almost  regardless  of  some 
of  those  things. 

Mr.  Ellis:  I  have  just  completed  a  study  based  on 
a  questionnaire  sent  to  a  good  many  industrialists, 
in  which  the  industrialists  appeared  to  be  quite  re- 
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luctant  to  borrow  money,  and  the  question  of  interest 
rates  didn’t  seem  to  come  into  it  at  all. 

They  seem  to  be  afraid  that  if  they  get  into  debt, 
when  the  war  is  over  they  may  be  at  the  mercy  of  their 
creditors,  and  for  that  reason  they  are  going  to  handle 
their  financial  affairs  in  such  a  manner  that  there 
won’t  be  any  borrowing. 

I  was  wondering,  as  Mr.  Hopkinson  was  talking, 
whether  the  inability  to  get  the  type  of  securities  that 
will  sell  has  been  a  feature  of  the  investment  banking 
business. 

IMr.  Hopkinson:  I  agree  with  what  you  say  about 
the  reluctance  of  corporations  to  borrow  and  to  get 
into  debt,  and  that  it  is  not  so  much  due  to  the  rate  as 
it  is  to  the  danger  of  foreclosure.  Under  present  tax 
laws,  and  probably  prospective  tax  laws,  it  makes 
very  little  difference  in  the  net  of  the  corporations — 
at  least,  the  successful  ones — whether  they  pay  6%  or 
2%.  I  don’t  think  the  rate  has  nearly  as  much  to  do 
with  the  corporate  reluctance  to  borrow  and  to  pay  off 
the  debt  as  rapidly  as  they  can  as  do  the  other  factors 
that  are  involved  in  the  experience  they  have  gone 
through  in  the  last  ten  years. 

IMr.  Ellis:  If  that  is  the  case,  then  isn’t  it  a  ques¬ 
tion  of  trying  to  find  some  way  of  selling  equity  se¬ 


curities  rather  than  trying  to  find  some  way  of  getting 
the  purchaser  to  buy  more  bonds? 

Mr.  Hopkinson:  I  think  that  depends  on  the  type 
of  industry.  I  think  that  the  railroads — to  a  lesser 
extent  the  industries  such  as  the  electrical  industry, 
which  is  now  regarded  as  a  stabilized  and  growing 
industry — will  always  have  a  certain  percentage  of 
debt  capital.  I  think  the  cyclical  industries,  which 
are  subject  to  greater  swings,  will  endeavor  to  do  the 
major  part  of  the  permanent  financing  on  preferred 
and  common  stocks,  and  get  rid  of  debt,  except  for 
relatively  short-term  obligations  which  they  can  see 
their  way  clear  to  pay  back  for  the  kind  of  capital 
improvements  that  ought  to  be  written  off  or  amor¬ 
tized  to  ground  value  over  a  relatively  short  period. 

I  think  the  serial  borrowing  up  to  ten  years  will  be 
used  by  many  corporations  that  want  to  acquire  gov¬ 
ernment  facilities  which  they  are  now  operating 
under  lease,  or  some  other  kind  of  arrangement.  I 
don’t  think  they  will  sell  fifty-year  bonds  to  do  it.  I 
think  they  will  sell  preferred  stocks,  if  they  can  with¬ 
out  too  great  penalty.  I  think  the  kind  of  financing 
they  will  do  will  depend  to  a  very  considerable  extent 
on  the  tax  laws,  as  well  as  on  the  immediate  cost  to  the 
corporation. 


READJUSTMENT  OF  LIFE  INSURANCE  INVESTMENTS 

By  M.  A.  Linton 

President,  Provident  Mutual  Life  Insurance  Company  of  Philadelphia 


The  subject  of  this  meeting  is  tremendously 
interesting  to  us  in  the  life  insurance  business.  In 
addition  to  insuring  risks,  the  institution  of  life  in¬ 
surance  is  one  of  the  largest  thrift  agencies  in  the 
country.  Its  assets  at  present  are  about  $35  billion, 
and  are  increasing  approximately  at  the  rate  of  $2 
billion  a  year.  Of  course,  that  $2  billion  is  seeking  in¬ 
vestment.  In  addition,  there  are  the  proceeds  of  ma¬ 
turity  securities,  repayments  on  mortgages  and  so 
forth,  which  involve  some  $1  billion  to  $1.5  billion 
more.  The  life  insurance  industry  will  therefore  be 
seeking  investment  outlets  for  something  in  the  neigh¬ 
borhood  of  $3  to  $3.5  billion  a  year,  although  that  may 
fluctuate  with  conditions. 

At  present,  our  investments  are  almost  altogether 
in  the  form  of  debt  obligations.  At  the  beginning  of 
this  year,  about  65%  of  our  investments  were  in  bonds 
of  various  types  and  19%  were  in  real  estate  mortgages, 
making  a  total  of  84%  in  the  form  of  debt  obligations. 
Then  there  was  5%  more  in  real  estate,  most  of  which 


came  from  real  estate  mortgages.  We  had  8%  in  policy 
loans,  2%  in  cash,  and  only  1%  in  preferred  stocks. 

Looking  into  the  future,  we  wonder  whether  we 
should  continue  to  invest  to  such  an  overwhelming 
extent  in  debt  obligations.  The  New  York  statutes 
forbid  home  companies  in  New  York  to  invest  in 
common  stocks.  Many  other  states  do  permit  their 
home  companies  to  make  such  investments,  some  to  a 
limited  extent  only.  However,  the  percentage  of  life 
insurance  funds  invested  in  common  stocks  is  negli¬ 
gible.  The  weight  of  opinion  at  pre.sent  seems  to  be 
that  we  should  not  seek  an  amendment  of  the  New 
York  law  to  permit  New  York  companies  to  invest  in 
common  stocks. 

Preferred  Stocks 

The  question  as  to  whether  we  should  invest  to  a 
larger  extent  in  preferred  stocks  is  interesting. 
One  thing  is  evident  at  once:  the  valuation  methods 
prescribed  for  preferred  stocks  held  by  life  insurance 
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companies  are  a  deterrent.  Preferred  stocks  must  be 
carried  in  the  balance  sheet  at  current  market  values. 
This  makes  life  insurance  companies  hesitate  to  tie 
up  much  of  their  funds  in  preferred  stocks.  For  ex¬ 
ample,  surplus  or  contingency  funds  in  the  life  insur¬ 
ance  business  are  in  the  neighborhood  of  5%  of  assets. 
If  we  had  10%  of  assets  in  preferred  stocks,  a  decline 
of  50%  in  market  values  would  wipe  out  the  surplus. 
If  we  had  20%  in  preferred  stocks,  a  25%  drop  in 
market  values  would  do  the  same. 

With  that  situation  hanging  over  their  heads,  it  is 
not  likely  that  life  insurance  executives  are  going  to 
invest  very  heavily  in  preferred  stocks.  That  raises 
the  question  as  to  whether  something  should  be  done 
about  changing  the  methods  of  valuation. 

I  doubt  whether  carrying  preferred  stocks  at  cost 
is  the  answer.  For  example,  if  we  bought  a  stock  back 
in  the  period  when  prices  were  fairly  low,  I  doubt  if 
the  insurance  commissioners  would  feel  that  we  were 
being  fair  to  our  policyholders  if  current  valuations 
did  not  reflect  to  some  extent,  as  least,  the  apprecia¬ 
tion  that  has  taken  place  in  recent  years. 

Perhaps  there  is  some  method  whereby  on  a  rising 
market  we  could  go  up  slowly,  and  on  a  falling  mar¬ 
ket,  come  down  somewhat  more  rapidly.  This  is  a 
subject  which  I  hope  will  be  carefully  studied  by  the 
life  insurance  companies  in  cooperation  with  the 
supervising  authorities.  If  there  are  going  to  be  sub¬ 
stantial  postwar  outlets  for  investment  in  preferred 
stocks,  we  should  have  a  system  of  valuation  that  will 
enable  us  to  take  advantage  of  the  situation. 

Postwar  Capital  Demands 

Not  so  long  ago  we  were  told  that  this  country  was 
overbuilt,  that  we  did  not  want  any  more  savings. 
With  the  coming  of  war  we  had  to  start  reeducating 
people  that  savings  were  absolutely  essential — that 
they  were  not,  after  all,  poison  in  our  economic 
system. 

There  seems  to  be  a  general  agreement  among 
economists  that  a  healthy  economy  depends  upon  the 
reinvestment  of  savings;  that  if  the  circulating 
medium  gets  dammed  up  so  that  pools  of  stagnant 
funds  for  investment  develop,  then  trouble  begins.  In 
other  words,  the  circulating  medium  has  to  live  up  to 
its  name — it  has  to  circulate.  In  consequence,  increas¬ 
ing  acceptance  is  being  given  to  the  principle  that 
when  savings  begin  to  dam  up,  the  government  must 
step  into  the  picture  and  make  an  opportunity  for 
stagnant  investment  funds  to  be  put  to  work. 

The  Influence  of  Unemployment 

We  seem  pretty  sure  to  be  faced  with  the  philosophy 
that  mass  unemployment  will  no  longer  be  permitted 


in  this  country;  that  if  private  industry  can  not  take 
care  of  the  job,  the  government  will.  After  what  has 
happened  during  this  war,  when  people  have  seen 
right  before  their  eyes  the  vast  employment  produced 
by  the  investment  of  government  funds  in  the  arma¬ 
ment  and  other  heavy  industries,  they  will  say,  “Well, 
if  we  can  do  all  this  for  war,  we  can  certainly  do  it 
for  peace.” 

There  is  a  widespread  belief  that  if  unemployment 
becomes  great,  the  government  will  be  compelled  to 
step  into  the  picture  through  public  works  and  other 
means  of  stimulating  the  heavy  goods  industries — not 
through  the  stimulation  of  the  consumers’  goods  in¬ 
dustries  as  it  did  in  the  depression,  when  we  got  very 
little  for  our  expenditures. 

We  may  not  like  this  philosophy.  We  may  fear  in¬ 
creasing  bureaucratic  control,  and  that  the  end  of  ex¬ 
tensive  public  works,  long  continued,  will  be  dictator¬ 
ship.  Nevertheless,  I  have  an  idea  that  we  shall  be 
faced  with  a  situation  in  which,  if  private  industry 
does  not  do  the  job,  even  the  most  conservative  ad¬ 
ministration  that  might  be  elected  would  be  forced 
by  political  pressure  to  see  that  millions  of  people 
do  not  remain  unemployed  as  they  did  in  the  Thirties. 

Because  of  this  situation,  we  are  all  very  much 
interested  in  the  probable  outlets  for  capital  invest¬ 
ment  that  may  develop  after  the  war.  We  have  heard 
much  about  the  savings  that  are  going  to  be  avail¬ 
able  in  liquid  form  when  the  war  ends.  You  are  prob¬ 
ably  familiar  with  the  estimate  made  by  Professor 
Slichter,  that  by  the  end  of  this  year,  1943,  the  amount 
of  savings  in  the  form  of  accumulated  currency  or 
bank  deposits,  or  war  bonds  redeemable  on  demand, 
will  probably  be  in  the  neighborhood  of  $50  billion. 
We  heard  this  afternoon  about  the  importance  of 
educating  people  not  to  spend  those  billions  too 
rapidly.  Since  it  is  obvious  that  they  could  blow 
prices  through  the  roof,  it  is  essential  that  we  have 
strong  controls  in  the  forms  of  rationing  and  price 
ceilings. 

In  connection  with  education,  discussed  by  Dr. 
Cadman,  the  question  of  timing  interests  me.  I  doubt 
if  we  should  educate  people  to  hold  their  bonds  to 
maturity.  There  is  nothing  magic  about  1952  or 
1953.  It  may  be  that  we  shall  want  them  to  redeem 
their  bonds  in  1946  or  1948,  to  take  up  the  tremendous 
amount  of  production  that  will  be  coming  from  our 
peacetime  factories.  Therefore  I  can  not  see  that  we 
can  have  an  ironclad  rule  as  to  timing.  We  shall  have 
to  be  guided  by  developments.  Of  one  thing  we  may 
be  certain:  the  presence  of  this  dammed  up  supply 
of  purchasing  power  is  going  to  be  very  stimulating 
to  our  economy.  It  will  provide  a  powerful  incentive 
to  industry  to  produce  the  things  which  this  money 
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will  buy.  I  doubt  if  any  amount  of  “educating,”  as¬ 
suming  it  were  desirable,  would  be  able  to  keep  people 
from  spending  freely  when  the  new  automobiles,  re¬ 
frigerators,  and  a  thousand  and  one  other  desirable 
things  begin  to  roll  out  of  our  factories. 

Reconversion 

An  important  question  is  the  amount  of  capital 
that  will  be  required  for  the  conversion  of  war  plants 
to  peacetime  production.  Many  of  you,  perhaps,  are 
familiar  with  “Markets  After  the  War,”  a  book  put 
out  by  the  Department  of  Commerce,  and  written  by 
l\Ir.  S.  M.  Livingston.  I  noted  especially  his  belief 
that  the  magnitude  of  the  conversion  problem  may 
have  been  somewhat  overestimated  in  our  thinking. 
He  is  not  talking  about  the  number  of  people  to  be  re¬ 
employed  after  the  war,  but,  to  give  some  relative 
idea  of  the  magnitude  of  the  conversion  problem,  he 
points  out  that  80%  of  civilian  workers  are  now  en¬ 
gaged  in  producing  and  distributing  goods  and  ser¬ 
vices  in  organizations  that  will  require  no  serious  plant 
conversion.  They  are  agriculture,  the  utilities,  whole¬ 
sale  and  retail  trade,  service  industries  generally,  the 
food,  clothing,  steel,  lumber,  and  cement  industries. 

He  states  that  about  10%  of  our  civilian  workers 
are  today  engaged  in  industries  that  were  largely  or 
wholly  converted  to  war  production — automobiles, 
refrigerators,  office  equipment,  and  so  forth,  where  the 
road  back  to  peacetime  production  is  fairly  clear.  The 
remaining  10%  are  in  industries  such  as  aircraft  and 
shipbuilding,  where  there  really  is  a  serious  problem. 

I  do  not  know  what  all  this  means  in  terms  of  the 
capital  required  for  reconversion  purposes,  and  whether 
or  not  there  is  any  chance  for  the  life  insurance  busi¬ 
ness  to  supply  any  of  that  capital.  I  doubt  that  it  will 
be  able  to  do  so  on  a  large  scale,  because  industry  in 
the  past  has  not  liked  debt  financing  and  hence  has 
not  obtained  much  money  from  life  insurance  sources. 

As  of  January  1,  1940,  an  investigation  of  343  in¬ 
dustrial  organizations  that  had  a  total  capital  of  $23 
billion  showed  that  only  11%  was  funded  debt.  It  is 
quite  likely  that  industry  in  the  future  will  proceed 
along  similar  lines. 

In  addition  to  needing  capital  for  conversion  pur¬ 
poses,  industry  will  need  it  for  the  modernization  of 
plant,  and  to  implement  new  technological  discoveries. 
I  doubt  also  that  these  funds  are  going  to  come  to  any 
appreciable  extent  from  life  insurance  sources.  Per¬ 
haps  I  am  wrong.  I  would  like  very  much  to  know  the 
answer. 

I  have  been  tremendously  interested  in  various 
articles  by  qualified  men  on  the  vast  changes  that  are 
going  to  occur  after  this  war  as  the  result  of  tech¬ 
nological  discoveries.  One  of  the  most  thrilling  fore¬ 


casts  was  in  an  address  by  Dr.  M.  A.  Stine,  of  the 
duPont  organization,  entitled  “Molders  of  a  Better 
Destiny,”  which  he  delivered  as  president  of  the  Amer¬ 
ican  Chemical  Society  last  year.  In  that  address,  he 
told  of  the  tremendous  developments  of  science  under 
the  war  stimulus.  “The  nation,”  he  declared,  “will 
emerge  from  this  war  with  capacities  for  making 
plastics,  synthetic  fibers,  nitrates,  hydrocarbons,  high- 
octane  gasolines,  and  literally  scores  of  chemical  and 
other  raw  materials  on  a  scale  that  only  two  years  ago 
was  beyond  our  comprehension.” 

He  also  referred  to  the  high-pressure  synthesis  of 
ammonia,  characterizing  it  as  “one  of  the  major  chemi¬ 
cal  exploits  of  the  century  which  will  have  taken  on 
an  industrial  status  that,  in  terms  of  new  producing 
capacity,  may  be  comparable  to  the  discovery  of  a 
sixth  continent.” 

When  I  read  that  I  thought  of  the  boys  who  have 
been  weeping  on  each  other’s  shoulders  because  of  the 
closing  of  our  geographical  frontier  thirty  or  forty 
years  ago.  Well,  here  is  one  major  chemical  discovery 
which  ]Mr.  Stine  says  is  equivalent  to  the  discovery 
of  a  sixth  continent.  He  went  on  to  show  that  this 
same  high-pressure  method  also  has  a  great  deal  to 
do  with  fertilizers,  to  such  a  large  extent  that  it  may 
completely  alter  the  trend  of  agriculture.  He  also 
stressed  the  fact  that  these  ammonia  products  are  only 
one  group  of  one  hundred  or  more  products  stemming 
from  the  new  high-pressure  synthesis  which  utilizes 
air,  water  and  coal. 

It  looks  to  me  as  though  an  enormous  amount  of 
capital  will  be  needed  to  implement  these  new  dis¬ 
coveries.  Whether  or  not  the  life  insurance  business, 
with  its  emphasis  upon  debt  financing,  can  get  into 
the  picture,  is  something  upon  which  I  am  seeking 
light. 

The  Railroads 

We  come  now  to  the  railroad  industry  in  which  a 
great  deal  of  life  insurance  capital  has  been  invested  in 
the  past.  At  present,  we  have  about  $3  billion  in¬ 
vested  in  railroads.  There  is  no  doubt  that  after  the 
war  railroads  are  going  to  need  substantial  amounts 
of  capital  for  replacement,  modernization  of  equip¬ 
ment,  improvement  of  roadbeds,  installation  of  safety 
devices,  and  so  forth.  We  know  that  the  credit  of  the 
railroads  is  improving  because  of  the  rapid  reduction 
of  debt  out  of  wartime  earnings.  I  certainly  hope  that 
after  the  war  the  regulation  of  the  railroads  will  be 
on  a  sound  basis,  and  that  the  political  domination 
of  labor  can  be  kept  under  proper  control.  If  .so,  the 
credit  of  the  railroads  will  be  greatly  improved  and 
will  provide  an  outlet  for  substantial  life  insurance 
investment. 
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1  was  much  interested  in  the  comments  of  Mr.  E.  G. 
Budd,  of  Philadelphia,  reported  in  today’s  Herald 
Tribune,  in  which  he  indicated  his  enthusiasm  about 
the  amount  of  capital  that  was  going  to  be  needed  in 
the  railroad  industry  after  the  war. 

In  connection  with  the  question  of  the  transporta¬ 
tion  industry  in  general,  you  know  that  the  National 
Resources  Planning  Board  has  developed  the  idea  that 
the  government  should  own  the  roadbeds,  the  term¬ 
inals,  and  the  other  basic  facilities  of  our  transporta¬ 
tion  systems,  and  then  lease  them  to  operating 
organizations.  We  do  not  need  to  point  out  the  socia¬ 
listic  tendencies  and  the  dangers  to  private  enterprise 
involved  in  that  particular  little  proposal. 

Then,  on  the  other  side,  we  have  the  program  of 
the  Transportation  Association  of  America.  They  feel 
we  should  have  strong  competing  transportation  sys¬ 
tems,  each  of  which  would  be  allowed  to  develop  rail, 
air,  highway,  and  waterway  transportation.  Each  sys¬ 
tem  should  include  as  many  of  these  as  is  appropriate 
to  its  situation.  Thus  we  would  have  the  completion  of 
several  large  systems,  all  of  them  using  the  various 
methods  and  adapting  them  to  the  conditions  existing 
in  their  territories.  This  program  seems  to  me  to  have 
marvelous  possibilities  from  the  point  of  view  of  stimu¬ 
lating  the  development  of  a  really  effective  system  of 
transportation  for  the  American  people. 

Of  course,  a  program  to  modernize  our  transporta¬ 
tion  system  is  going  to  require  a  great  deal  of  capital. 
If  it  were  done  on  the  basis  of  the  program  of  the 
Transportation  Association,  it  would  mean,  I  think, 
a  substantial  demand  for  life  insurance  investment  in 
well-known  forms.  Under  the  program  of  the  National 
Resources  Planning  Board,  it  would  mean  that  we 
would  buy  government  bonds,  because  government 
would  do  a  large  part  of  the  financing.  I  naturally  feel 
that  the  Transportation  Association’s  program  is  far 
more  dynamic  and  likely  to  be  productive  of  good 
service,  entirely  apart  from  consideration  of  state  so¬ 
cialism,  than  the  program  of  the  Planning  Board. 

Government  Capital  Demands 

Highway  construction  is  another  enterprise  that  will 
require  a  lot  of  capital  after  the  war.  Especially  will 
this  be  true  if  the  government  should  undertake 
public  works  to  take  up  the  employment  slack.  We 
are  going  to  need  modern  express  highways  to  handle 
the  traffic  in  postwar  America.  You  are  probably 
familiar  also  with  Professor  Slichter’s  estimate  that 
when  we  get  fully  under  way  after  the  war,  we  may 
need  thirty-four  or  thirty-five  million  automobiles, 
some  ten  million  more  than  we  ever  had  before  on 
the  highways.  If  that  should  be  the  case,  we  must 
develop  our  highway  system  on  a  vast  scale,  and  it  is 


going  to  take  a  lot  of  investment  capital  to  do  it. 

The  borrowing  will  be  done  by  the  United  States 
Government,  and  by  state  and  local  governments. 
This  poses  an  interesting  question.  If  existing  tax  dif¬ 
ferentials  remain  after  the  war,  so  that  United  States 
Government  securities  are  fully  taxable,  and  state, 
county  and  municipal  securities  are  exempt,  will  that 
mean  that  most  of  this  highway  construction  will  be 
done  by  the  agencies  that  can  borrow  at  the  lower 
rates?  If  that  should  be  the  case,  it  may  be  that  the 
rate  of  return  will  not  be  attractive.  We  can  not  com¬ 
pete  today  with  the  surtax  buyers,  with  the  result 
that  state,  county,  and  municipal  securities  constitute 
less  than  5%  of  the  assets  of  life  insurance  companies. 

In  any  event,  it  seems  clear  that  there  will  be  a  lot 
of  United  States  Government  borrowing  of  one  kind 
or  another  for  highway  construction,  for  deferred 
public  works,  for  public  works  as  an  employment 
measure,  and  also,  I  imagine,  for  the  regional  develop¬ 
ment  of  our  river  valleys.  We  may  not  like  the  TVA 
and  the  Bonneville  and  the  Grand  Coulee  develop¬ 
ments,  but  they  have  certain  features  which  the 
country  generally  seems  to  like.  They  control  floods, 
conserve  soil  and  other  natural  resources,  irrigate  arid 
land,  and  produce  a  great  deal  of  electric  power  that 
has  stimulated  industry  and  increased  the  produc¬ 
tivity  of  farms  and  homes.  I  have  an  idea  that  the 
government  is  going  to  continue  with  similar  pro¬ 
grams  after  the  war  is  over. 

The  Construction  Industry 

Finally,  we  come  to  the  construction  industry  where, 
of  course,  there  should  be  a  great  demand  for  invest¬ 
ment  capital.  We  are  proud  of  our  standard  of  living 
in  this  country,  but  certainly  there  is  a  great  deal 
more  to  be  done  to  raise  the  standard  to  what  it  should 
be.  We  have  disgraceful  tenement  sections  in  our 
industrial  cities  and  towns,  and  our  rural  housing  in 
many  places  is  something  of  which  we  can  not  boast. 
The  replacement  tasks  ahead  of  the  country  in  those 
fields  are  tremendous. 

We  have  read  many  articles  dealing  with  future 
housing  needs,  some  of  them  exceedingly  interesting. 
The  most  stimulating  one  I  have  read  is  by  Mr.  W.  C. 
Bober,  a  member  of  the  Johns-Manville  organization, 
appearing  in  the  Summer,  1942,  issue  of  the  Harvard 
Business  Review.  Mr.  Bober  points  out  that  by  the 
end  of  the  war,  one-half  of  the  homes  in  this  country 
will  be  at  least  fifty  years  old,  and  that  these  homes 
are  not  going  to  appeal  to  the  rising  generation.  It  is 
quite  different  from  the  days  when  there  was  a  heavy 
immigration  of  foreigners  and  when  education  was 
not  universal.  Members  of  the  new  generation  are 
going  to  demand  attractive  modern  housing,  equipped 
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with  all  the  gadgets  of  modern  scienee.  They  are  not 
going  to  be  satisfied  with  the  cast-off  homes  of  people 
who  have  gone  to  a  higher  income  status,  especially 
in  view  of  the  reduced  costs  of  housing  that  we  are 
going  to  have  through  mass  production  after  the  war. 

Then  there  is  a  very  arresting  fact  about  our 
population  which  is  not  often  stressed.  Birth  rates  in 
the  first  quarter  of  this  century  were  unusually  high 
and  produced  such  a  wave  of  population  that  between 
1945  and  1950  the  group  of  people  between  the  ages 
of  twenty-five  and  forty-four,  inclusive,  is  going  to 
come  to  an  all-time  peak.  The  figures  may  be  some¬ 
what  affected  by  war  casualties,  but  1  doubt  if  there 
will  be  a  substantial  reduction  below  the  prewar  esti¬ 
mates. 

People  aged  twenty-five  to  forty-four  are  home 
builders,  .so  that  entirely  apart  from  the  obsolescence 
of  old  homes,  a  large  number  of  homes  will  be  needed 
to  take  care  of  the  increase  in  this  group,  which  is 
about  five  million  above  anvthing  we  had  before  in 
that  age  group.  This  new  demand  will  coincide  with 
the  natural  shortages  that  will  have  resulted  from  the 
lack  of  building  during  the  war. 

If  we  assume  the  average  length  of  life  for  houses 
in  this  country  to  be  from  sixty  to  seventy  years,  it 
requires  about  500,000  new  homes  every  year  for  re¬ 
placement,  which  is  only  about  15%  below  the  total 
homes  built  in  1929.  But  it  is  entirely  possible  that 
obsolescence  may  occur  at  a  greater  rate  in  the  future 
than  it  has  in  the  past,  because  of  the  low  cost  and 
attractiveness  of  new  homes.  If  the  average  length  of 
life  for  houses  should  be  reduced  to  fifty  years,  the 
replacement  rate  would  be  raised  to  600,000  or  700.000 
a  year. 

When  Mr.  Bober  adds  it  all  up,  he  comes  to  this 
conclusion:  that,  to  prevent  further  deterioration  in 
housing  facilities,  to  provide  new  homes  for  the  grow¬ 
ing  group  from  age  twenty-five  to  forty-four,  to  offset 
demolitions  and  destructions  from  all  causes,  we  are 
going  to  need  1,600,000  homes  every  year  from  1945 
to  1955 — a  full  decade.  A  program  of  that  magnitude 
would  require  from  $5  billion  to  $7  billion  of  new 
capital  a  year.  This  would  be  in  addition,  of  course, 
to  the  tremendous  stimulation  to  allied  lines  that 
would  come  from  such  a  construction  program. 

As  life  insurance  investors  we  want  to  be  active 
in  that  field.  At  the  same  time,  we  would  like  to  know 
the  best  way  for  us  to  enter  it,  whether,  for  example, 
by  an  extension  of  the  FII.V  principle  for  mass  housing 
so  as  to  spread  the  risk.  Of  course,  when  it  comes  to 
the  question  of  slum  clearance,  the  government  has 
to  lend  a  hand.  It  is  not  possible  to  clear  slums  and 
rent  the  new  homes  to  the  former  occupants  at  econo¬ 
mic  rates.  There  must  be  government  subsidy  in  some 


form.  How  docs  private  capital  participate  when  the 
government  is  subsidizing  the  projects.^ 

Another  interesting  question  is  this:  Is  there  any 
place  in  this  country  for  the  development  of  such  or¬ 
ganizations  as  mortgage  banks,  which  achieved  a  high 
degree  of  development  on  the  European  Continent?  Is 
that  something  we  should  study  for  possible  use  after 
the  war? 

Foreign  Needs  for  Capital 

Without  doubt  there  will  be  a  tremendous  postwar 
demand  for  capital  abroad  for  reconstruction,  par¬ 
ticularly  in  Europe  and  China.  We  don’t  know  yet  how 
that  capital  is  likely  to  be  provided.  Certainly,  we 
have  had  enough  experience  with  foreign  loans  to  be 
very  gun-shy  about  them.  If  life  insurance  were  to 
furnish  any  capital  for  this  purpose,  it  would  no  doubt 
be  through  United  States  Government  loans. 

Dr.  Bober,  already  referred  to,  is  very  much  inter¬ 
ested  in  Central  and  South  America.  lie  thinks  a  great 
demand  for  capital  is  going  to  come  from  that  part  of 
the  world.  He  bases  his  reasoning  on  security  consid¬ 
erations.  He  thinks  the  United  States,  from  the  point 
of  view  of  military  security,  will  have  to  assure  the 
construction  of  great  highways  extending  through 
Central  and  South  America.  He  believes  that  the  in¬ 
dustrialization  of  South  America,  including  an  exten¬ 
sive  building  of  railroads,  is  essential  for  our  security. 
South  America,  in  the  past  primarily  a  raw  material 
producer,  has  turned  naturally  to  Europe,  taking  its 
manufactured  products  in  exchange  for  raw  materials. 
Industrialization  would  weaken  this  economic  tie-up. 

The  industrial  development  of  Central  and  South 
America  would  require  a  great  deal  of  capital  invest¬ 
ment  which  would  provide  an  outlet  for  savings  if 
we  were  willing  to  make  the  investment.  To  those  who 
feel  that  we  must  have  a  new  frontier,  I  would  say, 
“look  to  Central  and  South  America.”  They  are  not 
as  far  away  now  with  our  modern  means  of  transporta¬ 
tion  as  were  the  Mississippi  Valley  and  the  Far  West 
fifty  years  ago.  South  of  us  we  have  a  new  frontier 
which  will  satisfy  those  who  think  that  every  economy 
must  have  a  frontier  to  survive. 

The  Interest  R.\te 

One  more  question,  and  I  am  through.  It  has  to  do 
with  the  interest  rate.  I  doubt  whether  anybody  can 
make  positive  predictions  on  that  sulqcct,  but  we  are 
concerned  in  it  bocau.se  we  are  assuming  certain  rates 
of  interest  for  our  long-term  contracts.  We  know  that 
the  government  has  tremendous  powers  to  hold  down 
the  rates  of  interest  on  its  own  sectirities  through  the 
Federal  Reserve  System  and  other  availal)le  mechan¬ 
isms.  However,  if  the  very  large  anticipated  demand 
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for  capital  in  the  postwar  world  should  prove  to  be  a 
reality,  is  there  a  chance  that  there  may  be  a  separa¬ 
tion  between  the  rates  of  interest  on  government  se¬ 
curities  and  the  rates  on  funds  which  are  borrowed 
privately?  1  have  a  suspicion  that  the  man  who  wants 
to  build  a  home,  for  example,  or  the  business  that 
wants  capital,  will  be  willing  to  pay  rates  for  loans 
considerably  above  the  present  level.  If  that  should 
be  the  case,  will  there  be  a  differential  between  the 
rates  on  government  and  private  borrowings?  Some 
people  think  that  there  will  be;  others,  that  there 
will  not  be.  I  would  like  to  know  what  the  answer  is 
likely  to  be. 

Summarizing,  here  are  some  of  the  questions  that 
have  been  raised: 

Should  something  be  done  to  obtain  more  satis¬ 
factory  rules  for  valuing  preferred  stocks? 


Will  there  be  a  demand  by  industry  for  a  substantial 
amount  of  capital  funds  through  debt  financing? 

How  can  thrift  institutions  best  participate  in 
furnishing  funds  for  the  housing  boom  that  may  de¬ 
velop? 

Is  the  program  of  the  Transportation  Association  of 
America  for  the  railroads  and  transportation  in  general 
a  practicable  one? 

Will  borrowing  for  highway  construction  be  in¬ 
fluenced  by  tax  differentials  between  United  States 
Government  bond  rates  and  rates  on  bonds  of  state 
and  local  governments? 

Is  there  likely  to  be  a  separation  between  rates  on 
government  borrowings  and  private  borrowings? 

If  somebody  has  the  answers  to  those  questions,  I 
shall  certainly  be  glad  to  have  them. 


7.  Postwar  Labor  Problems 

Chairman:  F.  W.  Pierce 
Standard  Oil  Company  (New  Jersey) 


MANAGEMENT  LOOKS  AT  POSTWAR  LABOR  PROBLEMS 

By  C.  R.  Hook,  Jr. 

Assistant  to  President,  Rustless  Iron  and  Steel  Corporation 


IF  WE  think  about  the  roots  of  the  labor  problem, 
we  come  inescapably  to  the  fact  that  the  labor 
problem  is  simply  a  human  problem  and  we  must 
look  at  it  just  as  jundamentally  as  that. 

Human  nature  will  be  with  us  after  the  war,  condi¬ 
tioned  to  new  values,  and  new  relationships,  but  it 
will  be  fundamentally  and  basically  the  same.  Postwar 
labor  planning  must  be  based  on  this  conception. 

Four  Basic  Problems 

I  believe  there  are  four  basic  postwar  labor  problems 
over  which  top  management  has  some  control  and  to 
which  top  management  must  give  its  attention  at  this 
time,  and  I  will  limit  my  talk  today  to  them. 

We  are  all  well  aware  that  postwar  relationships 
between  industry  and  labor  will  be  in  a  large  part  in¬ 
fluenced  and  determined  by  government  policies  in 
both  the  national  and  international  fleld.  It  is  clear 
that  if  the  government  develops  policies  favorable,  or 
at  least  not  unfavorable,  to  free  enterprise,  industry’s 
ability  to  cope  with  labor  problems  will  be  greatly  en¬ 
hanced.  On  the  other  hand,  if  government  adopts  a 
contrary  set  of  policies,  it  could  seriously  impair  the 
ability  of  industry  to  fulfil  its  labor  responsibilities 
in  the  postwar  period. 

Among  these  critical  policies  may  be  mentioned 
government  competition  with  private  enterprise,  gov¬ 
ernment’s  taxation  policy,  the  fairness  or  unfairness  of 
the  government’s  umpireship  between  various  com¬ 
peting  economic  groups,  and  the  government’s  at¬ 
titude  toward  small  business. 

The  manner  in  which  these  are  solved  will  determine 
the  atmosphere  in  which  business  will  deal  with  its 
postwar  labor  problems.  But  under  any  circumstances, 
and  in  spite  of  whatever  policies  are  adopted  by  the 
government,  the  four  basic  labor  problems  will  remain 
to  be  solved. 

Specifically  then,  what  will  be  postwar  labor  prob¬ 
lem  No.  1? 

Employment 

When  peace  appears  to  be  around  the  corner,  ser¬ 


vice  men,  as  well  as  many  war  production  workers,  will 
all  suddenly  start  worrying  about  a  job.  They  remem¬ 
ber  that  not  so  long  ago  our  economy  fell  short  of 
providing  the  jobs  that  were  needed  and  we  had  what 
is  known  as  the  depression.  They  remember  that  de¬ 
pression,  and  all  its  sad  human  consequences,  too  well. 

If  we  are  to  look  at  the  postwar  problem  as  a  human 
problem,  we  must  recognize  that  security  is  one  of  the 
most  fundamental  requirements  of  the  human  animal, 
and  that  if  fears  about  jobs  again  affect  enough  people 
at  the  same  time,  they  could  overnight  become  a 
dominant  force  which  might  strain  the  cohesive  bands 
of  democracy  beyond  the  elastic  limit.  Certainly  such 
fears  would  not  permit  the  all-out  cooperative  effort 
that  will  be  necessary  to  solve  the  difficult  problems 
that  lie  ahead. 

If  this  fear  of  insecurity  is  to  be  removed,  a  large 
number  of  jobs  will  be  necessary.  Making  full  allow¬ 
ance  for  what  might  be  called  a  normal  level  of  un¬ 
employment  of  around  three  million,  for  an  inter¬ 
national  army,  for  normal  retirements  from  industry, 
it  is  estimated  that  fifty-six  million  jobs  will  be  needed 
if  the  goal  is  to  be  met.  That’s  a  lot  of  jobs — ten 
million  more  than  in  1940. 

This  is  what  Paul  Hoffman,  President  of  Studebaker 
and  Chairman  of  the  Committee  for  Economic  Devel¬ 
opment,  has  to  say  about  it.  “Practically  all  of  us  will 
agree  that  the  peace  most  certainly  will  have  been  lost 
if  in  the  postwar  period  our  free  society  is  supplanted 
by  a  regime  of  regimentation.  That  can  happen  and 
probably  will  happen  if  we  have  too  much  unemploy¬ 
ment  for  too  long  after  peace  comes.  It  is  a  lack  of 
jobs  on  a  grand  scale  that  gives  the  dictators  their 
opportunity.” 

These  jobs  must  be  provided  by  either  industry  or 
the  government,  or  both. 

The  mo.st  ambitious  program  of  public  works  could 
provide  only  a  fraction  of  the  fifty-six  million  jobs  that 
will  be  needed.  The  burden  of  providing  them  is 
industry’s  great  challenge  and  great  opportunity. 

Postwar  labor  problem  No.  1  is  the  creation  of  a 
satisfactory  level  of  employment  rea.sonably  quickly 
after  the  war  ends. 
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What  can  industry  do  about  it  now? 

Each  company  must  give  serious  consideration  now 
to  its  postwar  production  program  if  the  objective  of 
continuity  of  employment  is  to  be  attained.  Produc¬ 
tion  men  must  set  their  sights  on  that  goal. 

In  this  connection  an  interesting  commentary  was 
recently  called  to  my  attention  by  Alvin  Dodd.  It’s 
quoted  from  the  text  of  the  British  Advertising  Ser¬ 
vice  Guild’s  inquiry  into  the  human  problems  of  war 
production  in  England. 

“The  worker’s  feeling  that  his  efforts  for  victory 
will  produce  conditions  which  are  personally  disad¬ 
vantageous  is  a  point  of  immense  importance,”  the 
report  points  out.  “National  Victory — Personal  Defeat. 
This  feeling  cannot  help  affecting  the  work  incentive 
of  those  who  have  it.  It  is  an  attitude  calling  for  the 
most  serious  consideration.  Hitherto  it  has  been  prac¬ 
tically  ignored.  Today  the  average  worker  associates 
victory  with  insecurity.” 

Individual  companies  must  not  stop  there.  Postwar 
worries  about  jobs  are  starting  already.  If  morale  is 
to  be  maintained,  employees  must  be  told  about  plans 
for  maintaining  jobs.  This  will  build  confidence  and 
stimulate  cooperation. 

If  postwar  labor  problem  No.  1  is  planning  to  create 
a  satisfactory  level  of  jobs  after  the  war  and  telling 
employees  about  it,  postwar  labor  problem  No.  2  arises 
inevitably  and  logically.  When  the  Axis  is  whipped, 
from  five  to  eight  million  service  men  will  come  home 
victorious  and  looking  for  jobs  in  a  hurry.  They  will 
come  back  during  the  period  when  industry  will  be 
converting  to  peacetime  production — a  whale  of  a  job 
in  itself! 

Furthermore,  it  appears  from  the  course  of  military 
events  that  the  battles  in  Asia  and  Europe  will  not 
be  terminated  at  the  same  moment.  This  will  mean 
that  while  in  the  interim  we  will  not  need  the  full  out¬ 
put  of  many  war  industries,  it  will  be  difficult  to 
convert  them  completely  and  quickly  to  peacetime 
production  and,  as  a  result,  one  plant  may,  for  a 
while,  be  going  full  steam  while  another  is  partly  idle. 

This  all  adds  up  to  time.  It  will  take  time  to  recon¬ 
vert,  and  no  matter  how  intelligently  demobilization 
is  handled,  there  will  inevitably  be  more  people  look¬ 
ing  for  jobs  than  there  are  jobs.  How  many  people 
and  how  long  they  will  have  to  look  is  pure  conjecture 
now,  due  to  many  uncertainties,  including  the  unpre¬ 
dictability  of  government  policies.  However,  the  wiser 
we  plan,  the  shorter  the  time. 

Practically,  we  know  that  as  soon  as  war  ends,  our 
service  men  will  have  to  be  given  immediate  con¬ 
sideration.  Service  men  with  seniority  will  displace 
and  demote  people  who  have  less  and  if  the  war  con¬ 
tinues  much  longer  it  will  mean  that  people  with  as 


high  as  four  or  five  years’  seniority  will  be  affected. 

Service  men  having  no  seniority  in  industry  will 
want  jobs. 

Two  specific  groups  will  feel  the  full  brunt  of  the 
impact — women  and  colored  people.  Many  women  will 
want  to  return  home  when  peace  is  declared.  Some 
will  not.  Few,  if  any,  of  our  colored  people  will  choose 
voluntarily  to  lose  their  place  in  industry. 

Add  this  all  together  and  you  get  a  period  of  ir¬ 
regular  layoffs,  resulting  in  confusion,  in  worry,  in 
possible  demoralization. 

Worker  Income  During  the  Transition 

So,  postwar  labor  problem  No.  2  concerns  worker 
income  during  the  reconversion  and  transition  period. 

What  should  industry  do  about  it?  We  can  do  one 
of  two  things.  We  can  adopt  the  attitude  that  indus¬ 
try’s  responsibility  is  to  provide  the  necessary  jobs 
and  as  quickly  as  possible,  and  that  our  responsibility 
does  not  extend  beyond  that  point. 

Some  industrialists  are  looking  at  the  problem  in  a 
different  way.  They  feel  that  any  large-scale  unem¬ 
ployment,  even  of  a  temporary  nature,  will  lead  to 
legislation  that  might  be  ill-advised  and  that  the  legis¬ 
lators  might  be  extremely  liberal  with  industry’s  funds. 
Furthermore,  some  feel  that  from  a  policy  point  of 
view  they  should  do  their  share  in  taking  care  of  their 
temporarily  displaced  employees. 

In  line  with  this  attitude,  some  companies  have  al¬ 
ready  taken  constructive  steps.  Westinghouse,  for  ex¬ 
ample,  has  announced  a  special  separation  reserve 
fund  for  the  benefit  of  employees  who  may  be  laid  off 
during  the  conversion  period,  amounting  to  1%  of  the 
payroll  per  month. 

Industry  must  decide  this  question  now,  if  last 
minute  expedients  are  to  be  avoided  and  if  sufficient 
reserves  are  to  be  accumulated.  Here  lies  a  great  op¬ 
portunity  for  establishing  sound  human  relations  in 
the  postwar  period. 

Union-Management  Relations 

What  is  postwar  labor  problem  No.  3?  “The  last 
ten  years,”  says  Sumner  Slichter,  “has  seen  one  of 
the  largest  and  most  rapid  shifts  in  economic  power 
in  history — the  shift  of  power  from  business  to  labor. 
The  possible  economic  consequences  of  this  great  shift 
in  power  have  never  been  thoroughly  explored  and  the 
ways  and  means  of  guarding  against  unfavorable  re¬ 
sults  have  never  been  squarely  faced.” 

Jobs  come  from  the  exchange  of  goods  and  services 
and  only  from  the  exchange  of  goods  and  services; 
wishes  or  demands  will  not  create  them.  If,  in  the 
postwar  years,  industry  is  to  create  fifty-six  million 
jobs,  it  is  estimated  that  our  nonmilitary  output  will 
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have  to  exceed  $135  billion  or  38%  over  the  $98  billion 
of  1940.  This  tremendous  output  will  have  to  be 
achieved  in  the  face  of  shortages  of  working  capital, 
high  corporate  taxes  and  unfavorable  cost-price  rela¬ 
tionships,  all  of  which  will  be  vitally  different  at  the 
end  of  this  war  from  the  end  of  the  last.  Some  job 
for  management! 

Will  labor  recognize  that  these  difficult  problems 
face  industry  and  cooperate  in  their  solution,  or  will 
labor  kill  the  goose  that  laid  the  golden  egg  or,  failing 
to  do  so  outright,  reach  the  same  result  by  attempting 
to  put  high  wage  rates  ahead  of  jobs  and  total  pay- 
rolls.-*  Will  it  block  efficient  management  methods 
while  demanding  jobs  for  all? 

Will  management  seize  the  period  of  the  return  of 
service  men  as  a  time  to  destroy  unionism?  Will  it 
keep  intact  the  wall  between  labor  and  management 
leaders?  Or  will  labor  and  management  sit  down  to¬ 
gether  to  look  seriously  at  this  problem  from  the  prac¬ 
tical  point  of  view  of  mutual  interest  and  mutual  sur¬ 
vival? 

Postwar  labor  problem  No.  3  is  Union-Management 
Relationship.  What  can  we  do? 

Without  relinquishing  its  necessary  controls,  man¬ 
agement  must  establish  a  new  relationship  with  union 
leaders,  both  of  the  plant  and  the  national  level,  an 
understanding  based  on  the  firm  belief  that  free  enter¬ 
prise,  as  we  know  it,  cannot  exist  with  its  two  great 
components  warring  against  each  other  and  that  the 
inevitable  result  will  be  that  each  will  be  weakened 
and  neither  will  gain  control,  but  will  find  itself  con¬ 
trolled  by  government — an  understanding  based  on 
mutual  recognition  that  wages  are  impossible  without 
profits,  that  profits  are  impossible  without  capital  and 
that  capital  will  not  be  invested  where  there  is  no  hope 
of  return. 

The  possibility  for  full  employment  after  the  war 
will  become  a  dream  if  industry  and  organized  labor 
pull  against  each  other. 

Let  me  quote  from  Sumner  Slichter’s  study,  “Post¬ 
war  Boom  or  Collapse.” 

The  prospects  of  a  high  level  of  employment  for  some 
years  after  the  war  will  depend  in  large  measure  upon 
the  capacity  of  unions  and  business  to  work  together 
on  problems  of  taxation  and  wage  policy.  Because  taxes 
on  profits  substantially  reduce  the  demand  for  labor, 
unions  may  eventually  be  expected  to  take  the  lead  in 
insisting  that  taxes  on  profits  be  reduced  to  a  low  rate 
and  kept  there. 

If  unions  and  employers  undertake  to  set  a  national 
wage  policy,  they  will  eventually  discover  that  the  con¬ 
ditions  which  make  possible  larger  payrolls  also  make 
possible  larger  profits.  This  discovery  will  revolutionize 
industrial  relations  and  will  provide  a  new  basis  for  co¬ 
operation  between  unions  and  business  in  stimulating 


expansion  and  technical  improvement.  Such  cooperation 
would  end  the  danger  that  the  politicians  may  dominate 
industry.  It  would  make  all  previous  efforts  to  raise  the 
standard  of  living  seem  feeble. 

If  the  will  is  there,  a  sound  union  relationship  should 
be  relatively  easy  to  develop  in  individual  plants. 
Regular  meetings  between  top  management  and  the 
plant  union  leaders,  at  which  time  real  problems  of 
finance,  taxation  and  sales  are  discussed,  would  pro¬ 
vide  the  answer. 

Meetings  on  the  plant  level,  however,  would  not 
provide  the  whole  solution  because  the  national  heads 
of  the  unions  would  not  be  present  and  they  largely 
determine  and  control  broad  union  policies,  particu¬ 
larly  union  policy  on  wages  and  taxation.  Ways  and 
means  must  be  found  to  bring  these  men  into  closer 
contact  with  representative  industrialists  for  the  dis¬ 
cussion  of  economic  problems. 

So  much  for  postwar  labor  problem  No.  3.  It  leads 
us  directly  to  No.  4 — the  last  subject  for  our  discus¬ 
sion,  but  not  the  least  in  significance. 

Human  Relations 

While  the  union  problem  is  important,  it  has  in 
my  opinion,  received  far  too  much  emphasis  and  oc¬ 
cupies  too  big  a  place  in  much  of  the  thinking  about 
labor  relations.  The  very  “sound  and  fury”  of  unions 
has  tended  to  obscure  the  real  problem. 

The  essential  point  that  must  not  be  missed  is  that 
workers  are  human  beings  and  individuals,  and  must 
be  treated  as  such.  While  a  steady  job  and  high  wages 
are  vitally  important,  they  are  minimums,  not  maxi- 
mums.  Most  objective  studies  have  shown  this  to  be 
true,  and  strikes  in  the  highest  paid  industries  further 
indicate  it. 

Workers  want  to  feel  important  through  receiving 
individual  recognition  and  status.  As  J.  David  Houser 
in  “What  People  Want  from  Business,”  puts  it: 

The  compelling  need  is  awareness  of  the  individual.  It 
is  the  essence  of  democracy’s  demands  upon  its  institu¬ 
tions,  and  the  degree  to  which  an  institution  violates  it 
determines  the  degree  to  which  that  institution  calls  upon 
itself  the  disapproval  of  a  democratic  society  .  .  .  the 
hunger  of  the  worker’s  mind  is  for  understanding,  and 
of  the  spirit  for  personal  significance. 

Unions,  by  their  very  nature,  must  deal  with  em¬ 
ployees  in  the  mass,  as  groups,  and  their  solution  to 
employee  problems  must  necessarily  be  a  limited  one. 
Only  industry  has  the  opportunity  to  consider  workers’ 
problems  individually  and  to  provide  real  answers  to 
basic  human  urges  and  attitudes. 

To  make  employees  feel  not  only  important  and 
significant  but  also  that  they  arc  a  vital  part  of  in¬ 
dustry,  is  the  only  way  to  destroy  the  false  dualism 
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between  workers  and  management  that  is  presently 
accepted  as  a  fact  by  many. 

Postwar  labor  problem  No.  4  is  human  relations. 

What  can  we  do  about  it?  Getting  along  together 
is  a  tough  enough  problem  when  only  two  people  are 
involved,  but  it  becomes  tremendously  complicated 
in  industry,  as  plants  grow  in  size.  In  the  last  thirty 
years,  top  management  has  been  removed  further  and 
further  from  the  individual  worker  and  has  had  to 
rely  on  many  subordinates  for  the  transmittal  of  man¬ 
agement  policies. 

As  a  result,  many  sound  policies,  based  on  human 
considerations,  have  been  misinterpreted  and  mis¬ 
applied  by  the  time  they  reached  the  person  for  whom 
they  were  intended.  Too  often  many  of  these  policies, 
while  sound,  have  been  synthetic  and  did  not  carry 
the  full  personal  backing  of  top  management.  The 
typical  operating  man,  therefore,  often  gives  them  only 
casual  attention,  since  in  his  mind  they  have  “nothing 
to  do  with  production.” 

Top  management  must  change  this  attitude  through 
personal  leadership  and  must  see  to  it  that  sound 
human  relations  becomes  one  of  the  primary  respon¬ 
sibilities  of  the  supervisory  force  through  making  such 
responsibilities  one  of  their  own  primary  jobs.  If  this 
is  done,  labor  problems  will  assume  a  new  importance 
to  the  supervisor,  and  individuals  will  find  more  sym¬ 
pathetic  and  understanding  treatment. 

Perhaps  you  will  not  go  along  with  my  analysis  of 
the  basic  human  requirements,  and  of  the  way  in  which 
individuals  must  be  treated  if  a  satisfactory  relation¬ 
ship  is  to  develop.  But  I  have  full  confidence  that  if 
top  management  would  give  the  same  attention  to 
this  problem  that  they  have  given  to  finance,  produc¬ 
tion,  and  distribution,  the  real  difficulties,  whatever 
they  may  be,  will  be  found  and  solutions  will  be 
worked  out.  And  a  finer,  sounder  industrial  world 
will  result.  Inspiration  comes  from  the  top — morale 
is  simply  confidence  in  the  boss. 


In  summing  up,  I  believe  that  labor  problems  are 
basically  human  problems,  and  that  despite  economic 
pressures  we  must  consider  them  from  the  human 
point  of  view.  When  we  think  about  jobs,  when  we 
think  about  temporary  and  permanent  employment, 
when  we  think  about  labor  trouble,  we  must  break 
the  problem  down  to  the  human  individual  one  that 
lies  underneath.  Then  we  must  put  ourselves  in  that 
individual’s  shoes. 

This  attitude  will  safely  guide  our  thinking.  It  is 
based  on  the  oldest  and  simplest  of  maxims — “Do  unto 
others  as  you  would  have  them  do  unto  you.” 

I  have  applied  this  attitude  specifically  to  four  post¬ 
war  labor  problems. 

Problem  No.  1 — The  creation  of  a  satisfactory  level 
of  employment  reasonably  soon  after  the  war.  In  the 
face  of  immense  difficulties,  this  is  industry’s  great 
challenge  and  great  opportunity. 

Problem  No.  2 — Worker  income  during  the  transi¬ 
tion  period.  Some  means  must  be  provided  to  assure 
income  to  the  people  temporarily  displaced,  through 
no  fault  of  their  own.  Industry  should  consider  now 
what  part  it  should  play  in  solving  this  human  prob¬ 
lem. 

Problem  No.  3 — Union-management  relations.  In 
the  postwar  world,  the  attitude  and  policies  of  organ¬ 
ized  labor  will  have  an  important  effect  on  the  ability 
of  industry  to  operate  successfully.  A  new  relationship 
must  be  developed  between  the  leaders  of  industry 
and  organized  labor  in  order  that  a  more  fundamental 
understanding  of  the  mutuality  of  their  interests  will 
result  in  constructive,  job-making  policies. 

Problem  No.  4 — Human  relations.  Management 
must  make  the  development  of  sound  human  relations 
a  major  responsibility.  In  the  final  analysis,  the  suc¬ 
cess  of  this  relationship,  the  relationship  between 
workers  and  managers,  will  largely  determine  the 
shape  of  things  to  come. 


Discussion 


Question:  Mr.  Chairman,  can  we  have  Mr.  Hook’s 
views  as  to  the  extension  at  the  present  time  of  the 
social  insurance  system? 

Mr.  Hook:  Somebody  must  take  care  of  our  people 
somehow.  Either  industry  will  take  care  of  them,  or 
the  government,  or  both.  If,  in  a  time  of  good  pro¬ 
duction  and  good  profits  and  good  wages,  we  can  set 
aside  a  reasonable  fund,  jointly  contributed  to  by  the 
three  interested  parties,  it  seems  to  me  a  sounder 
solution  than  to  wait  until  after  the  war  to  start 
building  such  a  fund  when  people  are  without  jobs, 
and  profits  are  depressed. 


Mr.  Watt:  Might  I  add  just  one  more  point  to  that, 
and  put  it  in  the  form  of  a  question  to  you  people. 

We  have  between  fifty  and  sixty  million  people  em¬ 
ployed.  Most  of  them  are  doing  very  well.  The  con¬ 
sumer  market  is  continuing  to  tighten  up.  Do  you  want 
to  have  that  excess  money  in  the  hands  of  the  gov¬ 
ernment?  On  the  other  hand,  do  you  think  it  might 
be  wise,  during  this  period  of  expanded  employment, 
to  have  employer,  worker,  and  government  make  a 
small  contribution  which  will  earmark  that  huge 
sum  of  money.  This  will  act  as  a  cushion  to  absorb 
the  shock  which  must  inevitably  come  during  the  re- 
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conversion  period,  when  one  will  be  needed  most. 

1  tell  you  honestly,  folks,  it  seems  to  me  the  most 
simple  sort  of  good  business  to  do  that  very  thing.  1 
know  that  every  one  of  you  do  it  in  your  private  lives. 
1  know  when  you  lay  aside  funds:  you  do  it  when  you 
have  earning  capacity  which  allows  you  to  do  it.  All 
1  am  suggesting  is  that  we  do  this  now;  that  we  set 
aside  those  huge  sums  of  money  which  will  be  set  aside 
anyway,  but  which  will  give  to  between  fifty  and 
sixty  million  workers  an  equity.  It  will  give  them  not 
only  an  equity;  it  will  give  them  a  living  interest  in 
the  kind  of  system  that  we  have  because  that  system 
will  be  meting  out  to  them  fairness  and  justice  when 
this  war  is  over. 

Unless  we  do  it  now,  we  will  never  do  it.  What  you 
will  have,  just  as  sure  as  we  are  all  sitting  here  in  this 
hall  today,  is  a  repetition  of  the  catastrophe  that  we 
had  following  the  last  war  when  hundreds  of  thou¬ 
sands,  among  them  myself,  came  home  to  this  nation 
after  two  years  in  France  to  find  that  absolutely  noth¬ 
ing  had  been  done  to  see  to  it  that  we  would  have  a 
breathing  spell,  a  period  of  time  for  rehabilitation, 
hospitalization  and  retraining  wherever  and  whenever 
necessary. 

]\Iy  plea  is  simple.  I  don’t  know  and  frankly  admit 
that  I  would  be  unable,  because  of  a  very  limited  back¬ 
ground,  to  work  out  a  technical  plan.  However,  my 
plea  is  simply  that  it  is  the  intelligent  thing  to  do,  to 
save  today  out  of  this  money  that  we  don’t  want  spent 
anyway;  save  it  for  a  specific  earmarked  purpose. 
What  I  want  is  specifically  an  earmarking  of  huge 
sums  of  money  that  we  save  today  to  carry  over  this 
hurdle,  this  period  in  which  our  whole  nation  may  be 
upset.  It  is  for  those  millions  of  men  and  women  who 
will  need  the  help  of  the  community.  It  is  insurance 
for  the  community  in  which  they  live  and  for  the  na¬ 
tion  in  which  they  live. 

Chairman:  I  don’t  know  whether  I  would  go  too 
far  in  venturing  an  answer  to  the  question  from  an¬ 
other  angle  but,  if  I  understand  Mr.  Watt’s  point  cor¬ 
rectly,  it  wouldn’t  be  very  difficult  to  get  industry  or 
a  committee  of  the  Chamber  of  Commerce  to  go  a 
long  way  toward  your  viewpoint.  My  reaction  is  that 
some  form  of  insurance  to  meet  this  problem  is  going 
to  be  necessary.  It  may  not  be  as  much  as  you  think, 
if  your  other  point  is  tackled  by  everyone  concerned 
as  seriously  as  it  might  be  tackled.  In  other  words,  I 
think  the  private  enterprise  system  is  capable  of  plan¬ 
ning  toward  job  security  a  great  deal  farther  than 
merely  depending  on  social  security  rc.serves.  If  that 
is  true,  you  will  cut  down  the  need  to  that  extent. 

There  still  is  need  for  an  overhauling  of  our  social 
security  system,  and  I  am  sure  you  will  find  industry 


willing  to  go  a  long  way  toward  making  it  a  sound 
system.  The  trouble  I  have  is  in  understanding  the 
techniques  which  lead  you  into  the  wilderness  of 
dollars. 

Question:  May  I  ask  Mr.  Watt  how  he  would  pro¬ 
pose  to  distribute  such  an  insurance  fund? 

Mr.  Watt:  That  is  perfectly  simple.  I  would  dis¬ 
tribute  it  through  the  agency  that  is  set  up  now  and 
which,  in  my  opinion,  is  a  very  good  democratic 
agency,  administered  from  your  regional  and  local  of¬ 
fices.  I  would  distribute  that  fund  to  the  aged — and 
by  the  way,  you,  yourself,  would  prol)ably  be  glad  to 
have  those  who  came  out  of  retirement  go  back  into 
retirement  when  the  war  is  over.  I  would  distribute 
that  fund  to  them,  whether  male  or  female.  I  would 
distribute  it  to  the  unemployed.  I  would  go  one  step 
further  than  we  have  ever  gone  before.  I  would  put 
in  alongside  the  old  age  and  unemployment  compensa¬ 
tion  fund  a  health  insurance  fund,  because  I  think  if 
a  worker  finds  himself  ill  with  his  family  depending 
upon  him,  he  is  also  unemployed.  Keep  in  mind  that 
under  our  unemployment  compensation  system,  a  man 
must  be  available  for  work  before  he  can  draw  unem¬ 
ployment  compensation  benefits.  To  me,  that  is  ex¬ 
tremely  unfair,  because  if  a  wage  earner  is  ill,  I  be¬ 
lieve  he  ought  to  be  entitled  to  health  insurance 
benefits  as  well  as  unemployment  compensation. 

We  have  the  structure  now.  There  is  no  need  to  set 
up  another.  It  simply  depends  upon  whether  or  not 
Congress  can  be  persuaded  to  pass  a  taxation  bill  call¬ 
ing  for  employer,  worker,  and  government  contribu¬ 
tions  out  of  current  payrolls  for  setting  up  of  this  fund. 

Chairman:  I  wonder  if  we  could  have  some  more 
specific  questions  directed  toward  the  transition 
period. 

Question:  Mr.  Chairman.  I  would  like  to  ask  Mr. 
Watt  a  question.  This  meeting  is  so  pleasant  for  a 
labor  meeting,  I  lament  having  to  ask  something  very 
realistic.  Mr.  Watt,  do  you  believe  that  in  meeting  the 
postwar  problems,  ordinary  labor  will  do  the  best  job 
with  one  national  organization  or,  when  the  lid  is  off 
and  without  government  regulation,  what  is  going  to 
happen  to  us  if  we  are  meatballed  between  jurisdic¬ 
tional  strikes? 

Mr.  Watt:  Yes.  I  believe  of  course,  as  I  think  most 
of  you  here  would,  that  a  better  job  could  be  done  if 
labor  were  unified.  Might  I  add.  I  think  a  better  job 
could  be  done  in  the  field  of  industry  if  industry  were 
unified.  Might  I  add  that  a  better  job  could  be  done 
in  the  field  of  religion  if.  for  nearly  two  thou.sand 
years,  they  hadn’t  been  competing  on  jurisdictional 
problems  too.  That  is  like  the  sort  of  question.  “Have 
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you  stopped  beating  your  wife?”  Everybody  agrees  to 
be  good,  but  then  some  are  not  good. 

The  question  whether  or  not  jurisdictional  strikes 
would  interfere  with  the  contribution  of  labor  as  a 
unit — yes,  decidedly.  I  would  answer  in  the  affirmative 
that  our  contribution  could  be  better  if  labor  were 
unified.  However,  this  democratic  system  being  such 
as  it  is,  I  return  to  my  former  premise  as  one  of  the 
prices  apparently  we  must  pay  for  retaining  that  kind 
of  a  system.  As  far  as  the  Federation  of  Labor  is  con¬ 
cerned,  it  has  striven  for  a  period  of  seven  years  to 
bring  about  that  unity.  Perhaps  developments  of  the 
past  few  weeks  will  hasten  it. 

Question;  In  my  opinion,  Mr.  Hook  goes  right  to 
the  heart  of  the  matter  when  he  says  that  top  manage¬ 
ment  must  give  major  attention  in  the  postwar  period 
to  the  problem  of  human  relations.  However,  I  would 
like  to  ask  Mr.  Hook,  along  what  lines  and  from  what 
set  of  principles  would  he  have  management  develop 
such  a  policy.  For  instance,  would  he  advocate  pa¬ 
ternalism? 

Mr.  Hook:  This  is  another  question  we  could  spend 
two  or  three  weeks  discussing. 

There  is  something  about  paternalism  that  smacks 
of  the  omniscient  and  I  believe  that  too  much  of  our 
thinking  in  this  field  has  been  based  on  what  we  be¬ 
lieve  other  people  ought  to  want  and  be  satisfied 
with — and  too  little  attention  has  been  paid  to  actual 
needs  and  desires.  Employees  do  not  want  to  be  talked 
down  to  nor  to  have  their  affairs  decided  for  them. 
They  want  individual  recognition  and  status  and  such 
recognition  can  never  be  gained  through  paternalism, 
no  matter  how  benevolent.  We  would  like  to  be  pa¬ 
ternal  ourselves,  perhaps,  but  do  not  like  others  to  be 
paternal  toward  us.  Paternalism  is  definitely  not  the 
answer  in  my  opinion. 

It  is  very  difficult  to  give  you  any  answer  to  your 
question  without  going  into  a  full  discussion  for  which 
there  is  not  time.  But,  very  briefly,  the  answer  will  be 
found  if  top  management  will  not  look  at  employees 
simply  as  necessary  adjuncts  to  production,  but  as 
people  and  individuals  requiring  human  understanding 
and  treatment  and  then  take  proper  steps  to  see  that 
they  get  that  treatment.  We  have  been  looking  too 
much  at  what  people  can  do  for  us  and  too  little  at 
what  they  want  from  us. 

Furthermore,  I  believe  that  there  have  been  gaps  in 
our  thinking  about  ways  and  means  of  handling 
human  relationships  successfully.  With  a  business 
man’s  tendency  to  go  directly  to  the  heart  of  a  prob¬ 
lem,  we  have  pinned  down  the  fact  that  it  is  the  fore¬ 
man  who  has  the  most  contacts  with  employees,  and 
that  the  foreman’s  actions  largely  determine  whether 


our  human  relations  in  the  plant  are  satisfactory.  In¬ 
dustry  has  formed  personnel  departments,  one  of 
whose  functions  it  is  to  put  the  foreman  through  ex¬ 
tensive  courses  in  personnel  relations. 

This  is  fine,  but  unfortunately  we  haven’t  carried 
the  process  far  enough  in  my  opinion.  It  seems  to  me 
that  if  our  policies  are  to  be  genuine,  and  carry  real 
force,  and  not  be  synthetic  and  given  scant  or  pass¬ 
ing  attention,  they  must  come  from  the  top.  It  follows, 
therefore,  that  most  training  programs  start  at  the 
wrong  place — at  the  foot  of  the  pyramid  with  the 
foreman,  rather  than  at  the  top,  with  the  chief  pro¬ 
duction  officer. 

Foremen  have  difficulty  in  understanding  why  they 
should  treat  their  men  better  than  they  themselves 
are  treated,  and  why  they  should  give  such  attention 
to  so-called  personnel  problems  and  policies  when  so 
little  importance  is  seemingly  attached  to  such  policies 
by  their  boss. 

I  believe  that  this  attitude  can  be  carried  all  the 
way  up  the  line,  that  superintendents  will  probably 
not  treat  their  foremen  any  better  than  their  works 
manager  treats  them  and  the  works  manager  will 
treat  his  superintendents  no  better  than  he  is  treated. 
Furthermore,  that  because  of  the  production  man’s 
over-emphasis  on  things,  and  his  usual  failure  to 
understand  that  he  produces  nothing  except  through 
the  efforts  of  others,  the  importance  of  personnel  poli¬ 
cies  as  such  may  not  be  fully  appreciated.  If  the  chief 
production  officer  thinks  that  personnel  policies  are 
simply  annoyances  conceived  by  some  personnel  fel¬ 
low,  that  they  have  no  real  connection  with  produc¬ 
tion,  these  same  policies  when  carried  down  the  line 
will  receive  even  less  attention  from  other  practical 
operating  men  who  look  to  him  for  their  cue. 

I  believe  that  my  answer  to  your  question  would 
be  that  the  top  management  of  any  company  should 
establish  what  that  they  believe  are  the  basic  prin¬ 
ciples  of  sound  human  relations,  after  giving  the 
problem  the  attention  and  objective  investigation  that 
it  deserves,  and  should  then  set  forth  procedures 
which  they  themselves  will  agree  to  follow  with  their 
subordinates.  If  they  believe  that  it  is  wise  for  a 
foreman  to  review  the  rates  of  his  men  regularly,  if 
they  believe  that  he  should  make  a  regular  written 
employee  evaluation  of  each  one  of  them,  if  they  be¬ 
lieve  he  should  counsel  with  them  regularly  about 
their  progress,  if  they  believe  that  any  discipline 
should  be  carefully  considered  and  administered  in  pri¬ 
vate,  why  should  not  these  same  principles  apply  with 
equal  force  to  superintendents  and  others  of  super¬ 
visory  rank?  If  that  is  done,  and  if  there  is  a  funda¬ 
mental  realization  that  supervision  can  get  production 
only  through  the  efforts  of  people,  I  believe  that  the 
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real  importance  of  the  problem  will  be  realized  and 
that  the  solution  will  be  found.  This  is  a  tough  problem 
and  there  is  no  easy  solution  like  paternalism. 

Chairman:  Mr.  Watt  would  like  to  add  an  answer, 
from  the  bottom  up,  1  take  it. 

Mr.  Watt:  From  the  labor  point  of  view,  1  think 
there  is  a  perfectly  simple  answer  to  that  problem. 

For  a  great  many  years,  the  larger  organizations  in 
industry  and  labor  used  each  other  for  “bogey  men.” 
They  set  each  other  up  and  they  knocked  each  other 
down.  In  other  words,  the  NAiNI  and  the  USC  of 
C  justified  their  existence  to  their  membership  on  the 
basis  of  those  two  ghosts,  the  AFL  and  the  CIO,  and 
vice  versa.  Now,  that  wasn’t  the  men  who  were 
elected.  After  all,  those  men  who  are  elected  are 
usually  honest  and  elected  only  for  a  period  of  one 
year.  That  job  is  usually  done  by  the  professionals 
who  have  a  very  deep  vested  interest  in  seeing  that 
those  things  are  carried  on.  Only  in  the  last  year  or 
two  has  that  foundation  started  to  weaken  a  little. 
Most  of  the  credit  for  weakening  that  stupid  approach 
should  be  given  to  Eric  Johnston,  the  President  of  the 
U.  S.  Chamber  of  Commerce,  who  adopted  an  entirely 
new  technique.  After  he  was  elected,  he  came  to  Wash¬ 
ington  and  did  the  unheard-of  thing;  he  went  over 
and  sat  down  with  Bill  Green  and  Phil  iNIurray,  got 
acquainted  with  them,  and  followed  that  up  by  say¬ 
ing,  “Well,  why  can’t  we  sit  down  and  discuss  our 
common  interests?” 

Out  of  that  has  grown  a  core  of  understanding 
which,  I  tell  you  with  conviction,  is  serving  our  nation 
in  time  of  war.  There  is  no  reason  why  that  can’t  go  a 
great  deal  further.  I  maintain  that  the  area  of  common 
interests  between  management  and  labor  is  one  that 
has  never  been  fully  explored.  Of  course,  the  answer 
is  that  paternalism  won’t  work  any  more  than  the 
rabbit  pie  partnership  of  one  horse  and  one  rabbit 
will  work.  The  only  kind  of  system  that  will  work  is 
the  kind  of  system  that  free  men  believe  in. 

Frankly,  I  am  of  this  opinion;  that  management — 
and  I  know  that  management  is  the  group  that  is 
here  today — has  got  to  approach  that  problem  from 
the  point  of  view  of  getting  understanding  and  getting 
cooperation.  The  alternative  is  very  deliberately  set¬ 
ting  off  on  the  path  that  leads  to  destruction,  the 
destruction  of  free  labor.  And  I  want  you  always  to 
keep  in  mind  that  there  is  no  nation  in  the  world 
where  free  labor  has  been  destroyed,  wherein  the  wake 
of  free  industry  didn’t  take  place  shortly  thereafter. 

Quh:stio.n:  I  should  like  to  ask  Mr.  Hook  whether 
he  would  consider  it  practical  from  a  standpoint  of 
eliminating  suspicion  and  misunderstanding  between 
management  and  labor  in  a  given  small  corporation. 


if  members  of  the  labor  element  were  included,  for  in¬ 
stance,  on  the  Board  of  Directors,  or  in  some  other 
way  taken  into  the  policy-making  end  of  the  business 
insofar  as  the  usual  functions  of  top  management  is 
concerned,  whether  such  a  program  is  applicable  or 
possible  as  a  solution  of  some  of  the  human  relation 
questions  that  are  really  the  core  of  the  problems 
here? 

Mr.  Hook:  I  don’t  know  whether  I  quite  under¬ 
stand  the  question.  I  believe  it  is  directed  to  what  has 
been  called  “Labor-Management  Cooperation.” 

The  difficulty  with  many  labor-management  co¬ 
operative  schemes  is  that  employee  members  have  not 
been  educated  sufficiently  to  be  able  to  participate 
in  a  practical  way.  It  is  one  thing  to  want  to  run  a 
company — another  to  be  able  to  do  so.  If  the  people 
involved  were  not  fitted  by  experience  and  training 
to  solve  the  problems  before  them,  the  procedure 
would  fail  or  would  develop  into  collective  bargaining 
and  I  don’t  believe  that  a  business  can  be  run  by  a 
series  of  collective  bargaining  decisions. 

On  the  other  hand,  employees  might  enter  the  re¬ 
lationship  objectively  in  the  hope  of  making  a  real 
contribution.  Then  I  would  not  be  afraid  that  man¬ 
agement  prerogatives  would  be  assumed  by  employees 
or  that  they  would  want,  in  the  end,  to  assume  such 
prerogatives.  The  natural  result  would  be  that  the 
employees  would  discover  that  they  were  unfitted  to 
make  the  dicisions  that  they  were  called  upon  to  make 
and  would  find  a  new  respect  for  the  ability  of  manage¬ 
ment  representatives.  I  would  not  fear  such  meetings, 
but  feel  that  as  a  method  of  running  a  business  they 
would  be  most  inefficient. 

I  do  believe,  however,  that  there  are  places  for  regu¬ 
lar  labor-management  get-togethers.  The  leaders  of 
the  union  should  be  invited  to  sit  down  with  the  man¬ 
agement  regularly  to  discuss  basic  corporation  prob¬ 
lems  outside  the  realm  of  collective  bargaining.  The 
difficult  financial,  tax,  sales,  and  production  problems 
with  which  management  is  continually  faced  should 
be  made  known  to  union  leaders  if  they  are  properly 
to  guide  the  people  under  them. 

As  an  organized  effort,  however,  I  would  not  carry 
such  meetings  down  into  the  j)lant  as  a  regular  pro¬ 
cess.  The  need  there  is  for  a  direct  and  continual  rela¬ 
tionship  between  foremen  and  the  people  working  for 
them,  so  that  through  such  relationship  employees 
can  better  understand  why  they  are  told  to  do  certain 
things,  so  that  their  ability  on  their  jobs  can  be  more 
fully  utilized,  and  so  that  foremen  can  better  under¬ 
stand  their  individual  problems.  It  might  be  that  on  a 
particular  problem,  foremen  could  call  in  a  group  of 
men  who,  becau.se  of  skill  and  experience,  might  render 
valuable  advice,  but  I  believe  this  relationship  should 
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be  informal  rather  than  formal.  It  is  what  has  been 
called  “Consultative  Supervision.” 

The  basic  need  is  for  understanding,  and  real  un¬ 
derstanding  can  come  only  from  participation.  How¬ 
ever,  I  believe  the  methods  of  participation  should 
be  carefully  considered  from  the  point  of  view  of 
overall  plant  good. 

Chairman:  There  is  an  excellent  chance  for  Mr. 
Watt  to  present  another  viewpoint  on  it. 

Mr.  Watt:  I  have  no  other  viewpoint  than  that. 
I  believe  that  the  labor-management  cooperation 
function  should  be  entirely  limited  to  cooperation.  I 
think  that  the  very  fact  that  a  labor  member  becomes 
a  member  of  the  Board  of  Directors  would  automatic¬ 
ally  eliminate  him  as  a  representative  of  the  union.  It 
is  difficult  for  a  union  member  to  be  a  Dr.  Jekyll  and 
IMr.  Hyde.  So  I  don’t  think  that  is  possible. 

It  reminds  me  of  the  other  night  in  Columbus  Park 
where  one  of  the  long-haired  fellows  was  discussing 
quite  heatedly  the  days  that  lie  ahead.  In  describing 
today,  he  held  his  hand  up  and  he  said,  “Here  we  are, 
with  Wall  Street  on  top.  Down  below  are  Finance, 
Management,  Employers;  and  down  at  the  bottom, 
the  Workers.”  “But,”  he  says,  “the  day  will  come  (at 
this  point,  the  speaker  inverted  his  hand,  bringing 
the  smallest  finger  to  the  top)  and  it  will  be  the 
Workers;  and  down  below  will  be  Finance  and  Man¬ 
agement  and  Employers  and  Wall  Street.”  Then  a 
little  man  in  the  audience  shouted,  “How  long  can  you 
hold  your  hand  that  way?” 

IMr.  Watt:  I  will  tell  you  another  story.  Maybe 
most  of  you  have  heard  it,  but  I  think  it  is  worth  re¬ 
peating.  I  picked  it  up  in  London  last  July  when  I  was 
over  there,  and  it  is  the  story  how  the  old  Socialist  de¬ 
scribed  the  present  “isms,”  and  he  described,  of  course, 
his  own  socialism  very  well. 

He  said,  “If  you  have  two  cows,  you  give  one  to 
your  neighbor.”  Under  communism,  the  old  Socialist 
said,  “If  you  have  two  cows,  you  give  both  to  the 
government  and  the  government  gives  you  back  part 
of  the  milk.”  Under  fascism,  according  to  the  old 
Socialist,  “You  have  two  cows.  You  keep  them  both. 
You  give  milk  to  the  government  and  the  government 
sells  part  of  the  milk  back  to  you.”  Under  nazism, 
“You  have  two  cows.  The  government  shoots  you  and 
then  takes  the  cows.”  Under  the  New  Dealism,  “You 
have  two  cows.  The  government  shoots  one  cow, 
milks  the  other  and  pours  the  milk  down  the  sink.” 
Under  capitalism,  the  old  Socialist  says,  “You  have 
two  cows.  You  sell  one  and  buy  a  bull.” 

Question:  I  would  like  to  ask  Mr.  Watt  a  question. 
Apparently  the  underlying  principle  in  what  Mr.  Watt 
had  to  say  was  that  the  unions  would  be  the  proper 


approach  between  labor  and  management  with  the 
extremists  probably  accountable  for  the  conflict.  Is 
the  underlying  principle  cooperation  in  all  matters, 
and  the  theory  of  conflict  limited  to  the  extremists? 

Mr.  Watt:  No.  The  extremists  on  both  sides  are, 
to  a  large  extent,  responsible  for  the  conflict.  After 
all,  if  the  employer  is  a  hard-boiled,  rugged,  chesty 
individual,  you  don’t  contend,  do  you,  that  the  union 
in  his  plant  will  produce  a  meek,  humble  individual? 
The  union,  in  that  hard-boiled  employer’s  plant,  will, 
nine  times  out  of  ten,  produce  just  as  hard-boiled  and 
rugged  and  chesty  an  individual  as  the  employer.  That 
is  the  only  kind  that  the  employer  will  understand 
and  the  workers  will  pretty  darn  soon  get  on  to  the 
fact  that  that  is  the  only  kind  of  language  that  em¬ 
ployer  will  understand. 

We  have  just  scratched  the  surface  in  the  field  of 
collective  relationship. 

However,  I  come  back  to  what  I  believe  is  abso¬ 
lutely  basic — that  unless  we  get  an  increasing  measure 
of  cooperation  and  understanding  between  labor  and 
management,  we  will  undoubtedly  get  an  increasing 
measure  of  government  control  and  regulation.  If  you 
get  an  increasing  measure  of  government  control  and 
regulation,  I  doubt  whether  any  elected  government 
will  ever  let  go  of  those  controls.  When  I  say  an  in¬ 
creasing  measure  of  cooperation,  why  there  are  just 
scores  of  things  in  which  we  haven’t  really  cooperated 
at  all.  I  spoke  last  night  at  a  meeting  in  Washington 
on  one  of  them  that  I  might  just  briefly  point  out 
right  now.  You  probably  don’t  realize  it,  but  last  year 
we  lost — these  are  approximate  figures — 250  million 
man  days  of  employment  through  injuries,  permanent 
and  partial.  We  lost  350  million  man  days  through 
illness.  We  lost  approximately  90  million  through  ab¬ 
senteeism.  We  lost  approximately  35  million  man  days 
through  labor  turnover;  showing  a  grand  total  of  ap¬ 
proximately  750  million  man  days.  At  the  same  time, 
because  of  industrial  disputes,  we  lost  less  than  25 
million  man  days.  I  am  a  member  of  the  War  Labor 
Board,  sitting  every  day,  usually  Saturdays  and  Sun¬ 
days  too,  particularly  when  there  is  a  coal  dispute,  and 
scores  of  other  agencies  are  giving  unlimited  time  to 
that  problem,  ignoring  almost  completely  that  there 
are  other  great  areas  in  which  cooperation  between 
labor  and  management  could  make  a  great  and  a 
worthwhile  contribution,  not  only  to  our  war  effort,  but 
to  our  whole  democratic  structure.  I  maintain  that 
this  is  the  logical  step  that  labor  and  management 
ought  to  be  taking.  Government  won’t  take  it.  The 
present  government  believes,  and  I  think  quite 
honestly,  that  all  those  things  have  got  to  be  done  by 
reading  a  book  and  with  a  slide  rule.  I  don’t  think 
the  question  of  human  relations  ever  enters  into  their 
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heads.  They  have  got  small  units  here,  there,  and 
everywhere  in  Washington,  most  of  them  chasing  each 
other  around  corners  and  not  going  anj'wherc. 

If  labor  and  management  were  cooperating  today 
the  way  they  ought  to,  we  ourselves  would  have  safety 
committees  in  every  plant  in  the  United  States  of 
America.  We  would  be  doing  this  job  from  the  plant 
level.  We  would  be  doing  it  in  accordance  with  the 
particular  and  peculiar  needs  of  the  plant  and  the 
industry  in  which  men  and  management  are  employed. 

Question:  jNIr.  Chairman,  iNIr.  Watt’s  answer  to 
that  question  raises  this  problem.  Does  he  think  there 
is  any  place  in  the  postwar  world,  in  our  postwar 
period,  for  the  sort  of  control  that  the  War  Labor 
Board  is  exercising  today,  or  docs  he  feel  that  should 
remain  simply  a  war  emergency  measure? 

Mr.  Watt:  Of  course,  being  a  member  of  the  War 
Labor  Board,  I  probably  am  biased.  However,  I  am 
not  a  paid  representative  of  government. 

I  would  like  to  see  the  War  Labor  Board,  under  the 
impetus  of  the  war  emergency,  given  roots  in  the  life  of 
our  community — not  in  Washington,  but  in  the  back¬ 
yards  of  the  nation.  I  would  hope,  of  course,  that 
tripartite  agencies,  representative  of  government  in 
the  middle,  with  employers  and  workers  on  each  side, 
will  be  retained  in  large  measure  in  a  voluntary  unpaid 
capacity  to  play  a  responsible  part  in  deciding  the 
form  and  shape  that  our  economy  will  take  in  the 
days  that  lie  ahead.  I  am  one  who  frankly  believes 
that  an  employer  and  a  worker  sitting  down  together 
do  know  a  little  more  than  a  nice  jmung  man  about 
industry.  This  young  man  may  honestly  believe  he 
has  got  a  great  mission  to  perform.  I  have  no  criticism 
of  the  nice  young  man.  He  is  a  perfectly  fine  fellow, 
but  nine  times  out  of  ten,  he  just  simply  doesn’t  know 
what  makes  the  clock  tick. 

Therefore,  I  sincerely  hope  that  this  government 
will  carry  into  the  days  of  peace  a  tripartite  machine 
to  deal  with  and  advise  and  cooperate  on  solving  our 
problems  in  the  economic  field. 

Question:  I  would  like  to  ask  Mr.  Watt  if  he 
doesn’t  feel  that  the  selection  of  the  third  party  or 
public  member  would  be  better  if  it  were  made  by  the 
worker  and  employer  rather  than  having  that  ap¬ 
pointed  by  the  government? 

i\lR.  Watt:  I  would  be  perfectly  willing  to  do  that. 
However,  I  am  afraid  that  our  opponents,  with  some 
degree  of  merit,  would  reply  that  once  employer  and 
worker  sit  down  for  a  period  of  time,  they  get  so  darn 
friendly  and  understanding  with  each  other  that  their 
selections  might  not  be  too  public  in  character. 

Que:stion:  I  would  like  to  ask  Mr.  Watt — he  can 


answer  this  one  yes  or  no — does  he  believe  that  we 
should  carry  into  peacetime  a  mandatory  and  com¬ 
plete  arbitration  procedure  for  the  settlement  of  in¬ 
dustrial  disputes? 

Mr.  Watt:  That  question  could  be  answered  “yes” 
or  “no”  unless  I  had  a  crystal  ball.  However,  I  invite 
anyone  here  to  be  quite  specific. 

Chairman:  1  am  looking  for  a  question  for  Mr. 
Hook.  We  arc  wearing  out  Mr.  Watt. 

Question:  Well,  how  does  Mr.  Hook  feel  about  it? 
After  all,  he  has  been  dealing  with  the  War  Labor 
Board  and  is  tarred  with  the  same  brush. 

^Ir.  Hook:  I  believe  that  in  the  immediate  postwar 
period  there  should  be  something  similar  to  the  War 
Labor  Board.  We  cannot  afford  destructive  strikes. 
However,  in  the  interests  of  the  country,  it  would  be 
more  practical,  in  my  opinion,  to  have  that  board  set 
up  on  a  permanent  basis  with  the  representatives  of 
industry  appointed  by  the  President  from  a  panel 
recommended  by  the  representatives  of  industry  and 
the  labor  members  appointed  from  a  panel  recom¬ 
mended  by  the  representatives  of  labor  groups.  I  be¬ 
lieve  that  the  members  should  be  paid,  and  that  their 
term  of  office  should  be  at  least  twelve  years. 

On  the  present  War  Labor  Board,  sound  labor 
leaders  (since  they  arc  elected  representatives)  have 
to  make  decisions  contrary  to  their  own  best  judg¬ 
ment.  I  believe  that  if  the  labor  representatives  were 
appointed  for  a  period  of  at  least  twelve  years,  it 
would  make  it  possible  for  them  to  vote  more  inde¬ 
pendently  and  objectively. 

I  don’t  think  that  all  disputes  should  be  submitted 
to  this  board  mandatorily.  Disputes  should  be  .sub¬ 
mitted  on  the  basis  of  mutual  agreement  between  the 
employer  and  labor  group  involved  and  with  the 
pressure  of  public  opinion  providing  the  motivating 
force.  I  believe  such  a  board  will  be  necessary  in  the 
postwar  period  if  we  are  to  eliminate  serious  strikes, 
particularly  jurisdictional  strikes. 

Question:  They  are  talking  of  earmarking  this 
“security”  fund,  and  that  there  should  be  money 
available  to  carry  the  workers  through  the  transition 
period.  Well,  it  is  all  right  for  a  small  company,  maybe 
as  large  as  the  one  I  happen  to  represent,  to  put  aside 
money  to  carry  the  workers  that  we  feel  we  will  not  be 
able  to  handle  during  this  transition  period.  However, 
we  are  dealing  with  thousands.  We  arc  dealing  with 
millions  of  people  and  when  we  do  that,  where  is  this 
money  to  go?  Who  sets  it  aside?  I  have  never  been 
able  to  figure  out  how  a  government  actually  .saves 
money. 

When  you  put  your  money  into  government  funds. 
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it  can  issue  bonds  against  it  but  that  is  just  the  same 
thing.  We  have  a  tremendous  national  debt  at  the 
present  time.  If  we  pay  off  the  national  debt,  the 
government  has  the  credit  to  issue  the  money  just 
the  same.  If  we  put  it  into  a  fund,  so-called — and  I 
think  we  all  realize  that  the  present  Social  Security 
Fund  does  not  exist  as  pennies,  nickels,  and  dimes  in 
a  box — it  only  exists  from  a  bookkeeper  or  accounting 
set-up.  I  wish  Charley  to  explain  a  little  more  speci¬ 
fically  what  he  means  by  setting  aside  a  transition  or 
separation  fund,  whatever  it  is  that  he  wants  to  call  it. 
As  individuals,  we  can  save  money.  We  can  put  it  in 
the  savings  bank,  or  we  can  put  it  into  bonds,  but  I 
don’t  see  how  you  are  going  to  create  a  tremendous 
government  fund  that  will  be  there  in  the  form  of 
money  to  be  spent. 

Chairman:  Well,  do  you  limit  your  question  only 
to  the  government  fund?  I  would  like  to  add  to  it  the 
part  that  the  individual  employer  can  take  in  that 
program. 

Question:  I  was  going  to  follow  it  up  because  I 
don’t  believe  Charley  can  answer  the  first  one  and  I 
thought  I  would  then  give  him  my  second  one. 

Mr.  Hook:  I  would  like  to  have  you  come  up  here 
for  a  while,  Joe.  You  are  having  too  much  fun  with 
me  down  there.  I  have  a  few  questions  I  would  like 
to  ask  you. 

I  didn’t  contemplate  industry’s  setting  aside  any 
funds  and  turning  them  over  to  the  government.  Bob 
Watt  can  answer  the  question  about  what  happens 
to  social  security  funds  and  whether  they  are  pennies 
or  dreams.  My  idea  simply  was  that  some  form  of  dis¬ 
missal  compensation,  for  want  of  a  better  word,  should 
be  provided  by  each  company  for  its  own  employees 
to  take  care  of  the  preliminary  part  of  the  burden  in 
expectation  that  the  transition  period  may  be  rela¬ 
tively  short.  That  is  all  that  fund  would  be.  That 
would  be  cash  in  the  bank  ready  to  be  used  when 
people  are  laid  off. 

Question:  In  other  words,  a  fund  would  be  used 
in  this  postwar  transition  period  for  anywhere  from 
three  months  to  two  years? 

Chairman:  Let  me  illustrate  the  type  of  thing  that 
I  was  hoping  would  come  out  of  this  discussion.  A 
man  in  New  England,  in  a  small  plant,  pointed  out 
how  they  had  used  such  a  fund  at  the  bottom  of  the 
depression.  It  seems  to  me  to  be  a  more  concrete  way 
of  getting  at  it  than  any  other.  He  pointed  out  that 
business  fell  off  in  many  small  plants  to  almost  50%. 
He  had  the  alternative  of  laying  off  their  entire  force 
of  perhaps  a  thousand  or  so,  or  finding  some  other 
device.  They  had  some  money  saved  up  that  they 


could  use,  so  they  put  their  force  on  half-time  so  far 
as  their  regular  business  was  concerned.  They  then 
proceeded  to  develop  flood  protective  devices  around 
the  plant  that  they  wouldn’t  have  assumed  as  a  nor¬ 
mal  capital  expenditure.  However,  because  they  had 
the  reserve,  they  felt  justified  in  keeping  the  men  oc¬ 
cupied  the  other  two  days  a  week  without  any  loss  of 
income  to  the  individual. 

It  seeems  to  me  quite  clear  that  there  is  a  very 
practical  way  in  which  management,  if  it  has  a  fund 
available  and  if  it  abandons  its  normal  test  of  what 
constituted  a  good  capital  expenditure,  could  provide 
employment  for  its  entire  force.  In  the  case  I  men¬ 
tioned,  the  working  hours  for  regular  business  were 
reduced  and  other  work  was  provided  for  the  remain¬ 
ing  two  days  and  without  adding  to  the  deflation 
spiral. 

Chairman:  Mr.  Hook  adds  that  he  is  speaking 
specifically  to  the  individual  company  to  take  care  of 
its  own  employees.  In  addition,  there  is  the  type  of 
thing  that  the  state  of  Wisconsin  has  adopted  in  which 
the  tax  rate  has  been  increased  for  unemployment 
benefits  on  those  plants  that  are  in  the  war  business, 
with  the  idea  of  building  up  a  fund  which  will  be  used 
to  expand  employment  benefits.  That  is  the  type  of 
approach  which  you  have  in  mind;  that  is,  to  provide 
a  fund  that  will  pay  benefits  rather  than  a  fund  which 
will  be  used  to  compensate  for  work.  So  you  have  two 
answers.  Perhaps  a  combination  of  the  two  is  what  we 
will  actually  see. 

Mr.  Watt:  Could  I  ask  this  gentleman  a  question — 
Joe  Moody.  He  repeated  something  that  is  repeated  a 
great  many  times,  that  this  is  merely  a  bookkeeping 
transaction.  I  wonder,  if  I  go  down  and  put  my  money 
in  the  bank  and  the  banker  buys  bonds,  what  the 
connection  is  with  my  money  as  far  as  the  banker  is 
concerned?  I  don’t  know  what  the  government  does 
with  the  money.  I  presume  Joe  knows. 

Mr.  Moody:  I  have  been  asked  that  a  good  many 
times,  Mr.  Watt,  and  I  am  very  anxious  to  find  out  if 
there  is  any  actual  answer  to  it.  As  to  putting  your 
money  in  the  bank,  I  know  that  a  credit  entry  is  made 
to  the  government  and  the  government  gets  the 
money.  However,  we  are  speaking  of  passing  a  law  to 
provide  certain  benefits.  I  think  that  that  was  your 
original  thought.  If  we  pass  that  law  and  the  law  pro¬ 
vides  for  certain  taxation,  does  it  make  that  taxation 
any  different  from  the  government’s  spending  money 
toward  so-called  unemployment  benefits  or  social  se¬ 
curity?  It  seems  to  me  that  we  are  just  kidding  our¬ 
selves  a  little  as  to  whether  it  is  1%,  2%  or  whatever 
it  is,  because  the  money  all  goes  in  the  same  pot. 

Mr.  Watt:  I  don’t  think  it  is  the  same.  The  reason 
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for  my  question  is  this:  it  isn’t  altogether  fair  for 
people  to  keep  repeating,  as  they  do,  that  the  Social 
Security  Fund  is  simply  an  earmarking  proposition. 
That  is  true,  but  so  far  as  my  very  limited  understand¬ 
ing  is  concerned,  so  is  any  fund  that  I  may  put  in  the 
hands  of  the  banker. 

Labor’s  position  on  this  whole  question  is  that  it 
can’t  be  done  by  the  individual  because  many  in¬ 
dividuals  are  not  in  a  position  to  do  that  job.  After 
all,  there  are  some  individuals  who  are  favored  em¬ 
ployers  to  the  extent  that  their  business  is  a  twelve- 
month 'business,  where  as  there  are  a  great  many 
others  purely  seasonal  in  character.  In  our  opinion,  a 
social  insurance  system  set  up  now,  earmarked  for 
social  insurance  through  the  social  security  system, 
would  be  far  more  preferable  to  a  huge  expenditure  of 
money  which  inevitably  you  will  have  to  make  through 


purely  political  channels  in  the  form  of  a  WPA,  or 
something  of  a  similar  character.  However,  if  it  were 
done  now  on  a  tripartite  basis  and  put  aside  for  that 
purj)ose  it  would  be  a  far  sounder  and  better  way  to  do 
the  job. 

Chairman:  There  is  one  impression  that  I  get  from 
this  and  other  discussions  on  so-called  postwar  plan¬ 
ning  that  is  emphasized  by  Mr.  Watt’s  remarks.  It  is 
a  mistake  to  think  of  the  term  “postwar  planning’’  as 
meaning  something  that  we  are  going  to  do  later  on, 
after  the  war  is  over.  I  take  it  that  what  we  are  really 
all  thinking  of  and  talking  about  is  something  which 
amounts  to  present  planning  for  future  action.  I  sus¬ 
pect  that  that  is  a  good  thing  to  keep  in  front  of  us  all 
the  time — that  we  are  not  just  talking  about  .some¬ 
thing  that  perhaps  we  are  going  to  get  around  to 
after  the  war. 


LABOR  LOOKS  AT  POSTWAR  LABOR  PROBLEMS 

By  Robert  J.  Watt 

International  Representative,  American  Federation  of  Labor 


IN  ANY  discussion  of  postwar  problems,  I  find  it 
hard  to  define  the  boundaries.  Frankly,  I  know  of 
no  major  postwar  problem  which  is  not  likely  to  be 
of  major  concern  to  labor.  Whether  we  discuss  the 
demobilization  of  the  Armed  Forces,  reconversion  to 
peacetime  production,  purchasing  power,  develop¬ 
ment  of  new  products,  world  markets,  housing,  social 
insurance,  wages  or  jobs — labor  has  an  interest  and  a 
stake  in  them  all. 

I  wish  I  could  feel  as  confident  of  solving  those 
problems  and  winning  the  peace  as  we  now  are  of  de¬ 
feating  the  Axis.  The  internal  enemies  we  must  over¬ 
come  to  win  the  peace  are  about  as  dangerous  as  the 
wiles  of  the  Axis,  which  so  nearly  doped  the  civilized 
nations  into  sheer  disbelief  of  the  dangers  which  con¬ 
fronted  them. 

When  I  mention  the  danger  which  exists  that  we 
may  fail  to  win  the  peace,  I  fear  our  blindness  rather 
than  our  inability.  We  can  lose  only  through  our  own 
timidity  and  gullibility.  But  the  consequence  will  be 
just  as  serious,  whatever  the  cause,  or  whoever  is  to 
blame. 

The  Need  for  World  Security 

In  the  early  Thirties,  we  often  said  that  our  nation 
could  not  risk  the  consequences  of  another  such  de¬ 
pression  as  the  one  which  began  in  1929.  It  may  be 
said  as  truly  that  the  civilized  world  cannot  risk 


another  such  conflict  as  that  in  which  we  are  now 
engaged.  W'e  have  got  to  decide  whether  we  can  af¬ 
ford  to  risk  the  self-destruction  of  what  we  call  civili¬ 
zation. 

I  believe  no  price  is  too  great  to  pay  to  insure  our¬ 
selves  against  any  such  risk.  I  believe  it  may  be 
worth  our  paying  into  a  world  insurance  plan  some 
percentage  of  our  so-called  sovereignty  to  insure  the 
peace. 

The  American  people  have  a  magnificent  precedent 
for  such  an  action.  George  Washington,  Thomas  Jef¬ 
ferson,  Alexander  Hamilton  and  others  set  us  the 
example  when  they  scrapped  the  petty  sovereignties 
of  thirteen  confederated  states  and  created  in  their 
stead  the  sovereign  union  to  which  we  today  still 
pledge  a  well-deserved  allegiance  and  in  defense  of 
which  nearly  ten  millions  of  our  people  are  fighting. 

But,  you  may  be  saying  to  yourselves,  what  has 
this  got  to  do  with  labor  and  postwar  problems.  It 
may  seem  out  of  the  way,  but  I  believe  our  first 
major  problem  is  the  construction  of  an  international 
organization  with  the  power  to  prevent  war.  Unless 
this  is  done,  we  will  spend  the  rest  of  our  lives  and 
our  resources  building  armaments  to  solve  our  prob¬ 
lems  through  mass  physical  combats. 

Our  chances  of  securing  an  enduring  peace  would  be 
better  if  representatives  of  labor  and  management 
were  brought  into  the  top  councils  of  the  war  effort 
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and  given  a  major  place  at  the  peace  conference.  This 
would  not  be  a  revolutionary  step.  The  only  enduring 
vehicle  established  by  the  Treaty  of  Versailles  was  the 
International  Labor  Organization,  which  is  based 
upon  representation  of  management  and  labor. 

The  tragedy  of  Versailles  demonstrated  that  we 
cannot  hope  to  build  a  durable  peace  unless  we  con¬ 
struct  machinery  to  deal  with  the  major  problems. 
It  proved  that  a  form  of  law  and  order  must  be  estab¬ 
lished  which  derives  its  sanction  from  a  fundamental 
acceptance  by  all  parties. 

To  solve  our  postwar  problems,  we  must  make 
an  intelligent  effort  to  clear  up  some  of  the  muddled 
thinking,  and  eliminate  the  selfish  interests  and  con¬ 
sequent  cross-current  pressures  which  confuse  the 
public  determination  of  issues.  However  insidious 
the  danger  of  selfishness  and  prejudice  may  be,  a  lot 
can  be  done  by  concerted  action  if  all  civic-minded 
groups  will  join  in  honest  analysis  and  determined 
effort. 

The  Need  for  Economic  Democracy 

On  the  domestic  front,  the  foremost  issue  is  whether 
we  shall  have  democracy  at  home.  A  political  democ¬ 
racy  cannot  survive  if  it  attempts  to  function  author¬ 
itatively  in  the  field  of  economics  as  well  as  in  politics. 

A  Congress  elected  on  some  important  public  issue, 
such  as  the  President’s  foreign  policy,  may  be  com¬ 
pletely  unrepresentative  of  our  domestic  economic 
policies.  That  is  no  mere  possibility.  It  has  to  a  large 
extent  already  happened. 

But  even  apart  from  the  probability  of  misrepre¬ 
sentation,  the  joining  of  economic  as  well  as  politi¬ 
cal  sovereignty  into  one  body  puts  too  many  eggs 
in  one  basket.  Any  severe  bump  may  break  too  many 
of  them.  The  tendency  is  to  pile  power  on  top  of 
power  whenever  any  crack  develops  underneath. 

The  eventual  trend  of  events,  whenever  a  political 
government  begins  to  peddle  economic  panaceas,  is  to 
try  to  overcome  error  by  dictates  and  to  confuse 
obedience  to  civil  authority  with  conformity  with 
politically  created  economic  corporations.  The  result 
is  usually  political  dictatorship. 

Labor  is  just  as  opposed  to  such  a  prospect  as  any 
businessman.  There  is  basic  agreement  between  labor 
and  management  on  the  issue  of  bureaucracy.  There 
are,  of  course,  extremists  on  both  sides,  but  it  is  my 
opinion  that  labor  resorts  to  legislation  to  cure  eco¬ 
nomic  ills  only  when  labor  finds  business  entrenched 
behind  the  pill-boxes  of  the  Mohawk  Valley  Formula. 

Most  of  the  political  mistakes  of  labor  are  the 
offspring  of  past  exploitation  by  business.  We  in¬ 
herited  reliance  upon  misuse  of  civic  authority  from 
those  who  used  the  State  to  smash  the  earlier  efforts 


of  labor  to  organize.  The  class  struggle  is  fired  by 
the  extremists  on  both  sides.  If  reactionaries  would 
retire,  most  of  the  left-wing  orators  would  be  un¬ 
employed.  It  is  up  to  those  of  us  in  labor  and  business 
who  choose  democracy  to  insist  that  the  house  of 
democracy  be  cleaned  of  the  abuses  which  can  be 
exploited  by  the  radicals  on  either  side.  The  one  con¬ 
servative  way  to  do  it  is  to  establish  the  same  repre¬ 
sentative  controls  in  our  economic  system  which  were 
established  more  than  a  century  and  a  half  ago  in 
our  political  life. 

Labor-Management  Cooperation 

The  time  to  do  it  is  now.  During  the  war  emer¬ 
gency  we  should  find  ways  to  establish  truly  repre¬ 
sentative  labor-management  councils  in  every  in¬ 
dustry.  We  should  have  the  same  principle  in  the  top 
structure  of  our  war  agencies.  The  less  legislation  in¬ 
volved,  the  better. 

We  must  train  our  people  in  the  actual  operation 
of  economic  affairs  so  that  when  the  terrific  strains 
of  the  postwar  world  begin  to  pull  at  the  fabric  of 
our  economy  there  will  be  the  habit  of  cooperation 
between  the  democratically  chosen  representatives  of 
labor  and  management  ready  to  meet  the  challenge. 

We  shall  have  about  twenty  million  workers  in 
war  industry  before  the  first  of  the  year.  Nearly  half 
of  them  will  be  in  what  are  called  munition  industries. 
When  the  war  ends,  many  of  those  industries  will  be 
closed.  Peacetime  jobs  will  be  needed.  Jobs  will  also 
be  needed  for  the  millions  of  returning  servicemen 
who  will  be  itching  for  a  chance  to  get  out  of  uniform, 
back  home,  and  to  decent  jobs. 

The  test  of  the  job  we  do  in  planning  ahead  will 
be  measured  by  our  capacity  to  create  an  economic 
system  in  which  jobs  will  be  the  accepted  right  of 
all  who  are  willing  to  work.  To  preserve  a  free  system 
we  shall  have  to  provide  the  individual  with  security 
of  wage  income  either  from  work  or  from  insurance. 
If  we  plan  wisely,  the  right  to  work  will  stem  from 
a  basic  philosophy  accepted  by  all  and  confirmed  by 
government  only  through  the  provision  of  sound 
social  insurance. 

When  the  war  ends,  billions  of  dollars  worth  of 
government-financed  war  plants  will  be  ready  for 
shutdown  or  conversion.  Who  will  decide  what  is  to 
be  done  with  such  plants?  Many  of  them  are  out  in 
the  wilderness,  where  makeshift  communities  have 
been  thrown  together.  Many  of  them  are  trailer  towns. 

What  is  to  be  done  about  reconverting  industries 
back  to  peace  production?  Which  shall  be  allowed  to 
have  first  whack  at  machine  tools  and  raw  materials? 
Will  the  big  corporations  which  have  the  largest 
available  cash  reserves  be  allowed  to  buy  up  the  sup- 
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plies  and  freeze  out  the  smaller,  independent  com¬ 
panies? 

A  great  many  people  believe  that  the  pent-up 
purchasing  power  of  the  American  people  will  provide 
such  a  surge  of  spending  that  it  will  assure  top  em¬ 
ployment  conditions  and  assure  an  easy  transition 
from  war  industry  to  consumer  goods  production. 
That  is  an  encouraging  picture  in  which  we  can  see 
some  realism,  but  also  some  wishful  thinking. 

The  period  of  retooling  for  peace  will  cause  un¬ 
employment  for  many  millions.  The  return  of  service¬ 
men  will  cause  periods  of  unemployment  for  the  many 
who  are  filling  in  on  their  jobs.  I  have  seen  forecasts 
that  a  net  of  two  million  will  remain  unemployed  even 
after  the  marginal  workers  quit  their  war  jobs  and  re¬ 
turn  to  housekeeping,  retirement,  education,  and  other 
places  from  which  they  were  recruited  to  staff  labor- 
hungry  war  industry. 

Even  if  this  optimistic  picture  is  realized,  the 
severity  of  the  shock  will  be  extreme.  It  is  easy  to 
talk  about  having  people  out  of  work  only  three  or 
four  months.  But  if  several  million  people  are  pound¬ 
ing  the  sidewalks  for  several  months,  it  can  demoralize 
our  economic  system. 

The  Dangers  of  Deflation 

The  very  fear  of  unemployment  can  upset  pur¬ 
chasing  power.  If  people  think  we  are  starting  a 
period  of  depression  they  get  scared,  whether  they  are 
dowagers  or  charwomen.  Leagues  will  be  started  with 
impressive  names  to  demand  that  government  stop 
spending  and  that  wages  be  cut  right  down  the  line. 
The  down  spiral  of  deflation  will  be  on  the  move,  and 
the  values  of  property  and  labor  seriously  impaired. 

If  that  happens,  we  may  lose  the  freedom  we  are 
flghting  to  preserve.  We  will  have  a  class  struggle  on 
our  hands.  You  will  have  as  much  to  lose  from  such 
a  struggle  as  we  have.  When  the  extreme  Right  fights 
the  extreme  Left,  everyone  in  the  middle  pays  the  bill. 

Instead,  we  should  sit  down  together  and  plan 
a  program  which  will  enable  wage  earners  to  consume 
the  goods  and  services  created  by  capital  and  labor. 
We  ought  to  recognize  that  a  higher  proportion  of 
the  unit  price  of  any  product  should  go  to  the  workers 
who  create  it,  not  merely  as  a  reward  for  their  labor 
but  in  order  to  enable  them  to  purchase  their  needs. 

A  strong  trade  union  organization  after  the  war 
will  be  a  bulwark  for  the  preservation  of  private 
property.  I  suspect  we  may  not  have  private  property 
very  long  if  we  don’t  have  a  strong  trade  union 
movement. 

Unless  standards  of  wages,  hours,  and  working 
conditions  are  maintained  through  strong  labor 
unions,  the  usual  slump  in  the  status  of  labor  will 


so  impair  purchasing  power  and  price  values  that 
the  whole  institution  of  private  property  will  suffer. 

Deflation  is  one  of  the  greatest  anarchists  which 
ever  threatened  competitive  capitalism,  and  trade 
unions  represent  the  strongest  possible  protection 
to  maintain  the  value  of  the  products  of  human  effort. 

What  if  there  will  be  a  large  amount  of  money  tied 
up  in  government  war  bonds?  Even  if  workers  save 
10%  of  their  wages  for  three  years,  how  long  will  that 
money  carry  them  if  they  are  unemployed?  Maybe 
three  or  six  months! 

But,  you  will  say,  what  about  unemployment  com¬ 
pensation?  Well,  my  answer  is  that  we  could  have 
and  could  yet  take  action  to  create  a  real  system  of 
job  insurance  on  a  national  basis.  But  the  chances 
are,  if  we  fail  to  plan  intelligently,  that  we  will  have 
an  enormous  WPA  to  finance  workers  during  periods 
of  job  flnding.  We  may  also  be  inviting  a  condition 
which  will  set  up  a  huge  RFC  to  finance  business. 

Failure  to  Establish  Social  Security 

One  of  the  worst  failures  of  the  American  people 
and  the  national  administration  during  this  war  has 
been  the  scuttling  of  social  security.  The  blame  for 
it  is  partly  on  the  President  for  not  insisting  on  social 
insurance  extension  at  the  very  outbreak  of  war.  A 
greater  blame  is  upon  the  shoulders  of  that  small 
group  of  states-righters  and  large  corporation  per¬ 
sonnel  boys  who  have  scuttled  the  social  security 
program  at  every  turn.  I  know  of  no  more  reckless 
radicalism  than  has  been  and  is  being  practiced  by 
the  opponents  of  social  insurance. 

Right  now  we  should  be  creating  out  of  employcr- 
employee-government  contributions  a  real  social 
insurance  system  to  care  for  the  aged  and  orphans 
and  widowed,  the  ill  or  injured  or  able-bodied  un¬ 
employed.  The  community  needs  the  protection 
against  the  costs  of  economic  casualties  which  befall 
any  large  group  of  our  people. 

In  a  civilized  State  these  costs  must  be  met.  The 
whole  question  is  whether  we  should  finance  them 
while  there  is  some  excess  of  spending  power  or  wait 
until  incomes  are  paralyzed  by  depressions.  Our 
failure  to  move  ahead  in  this  direction  may  prove 
one  of  the  greatest  problems  in  the  postwar  world. 

I  cannot  see  why  the  conservative  people  of  our 
nation  have  not  urged  and  insisted  upon  a  real  social 
insurance  system  which  could  cover  even  the  costs 
of  compensation  for  military  casualties  and  rehabili¬ 
tation  of  the  disabled  soldiers,  whether  from  the 
battle  front  or  the  factory  front. 

I  do  know  that  a  nation  which  groaned  about  the 
cost  of  work  relief  and  public  assistance  in  the  ten- 
year  period  just  completed,  amounting  to  twenty-five 
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billion  dollars,  is  being  blind  just  now  when  the 
menace  of  foreign  aggression  is  forcing  a  national 
budget  of  three  times  that  figure  for  the  Armed  Ser¬ 
vices  alone  in  a  single  year.  I  doubt  whether  the 
people  who  are  fighting  to  save  that  nation  are  ever 
going  to  be  satisfied  with  a  penny-pinching  soup 
kitchen  approach  to  hunger  at  home. 

There  must  be  a  new  measurement  of  service  if 
we  are  to  solve  our  postwar  problems.  The  period  of 
reconstruction  will  not  be  quick  or  easy.  We  cannot 
risk  political  control  of  bread  and  butter  problems. 
We  must  plan  now  so  that  every  man  and  woman 
who  wants  to  work  has  a  job.  That  is  the  key  problem, 
and  unless  we  solve  it  the  free  system  we  talk  so 
much  about  will  give  way  to  some  other  kind  of 
system  which  will  be  controlled  by  the  ideological 
folks  whose  contact  with  reality  is  remote.  Unless 
business  joins  with  labor  and  takes  the  initiative  and 
both  regard  themselves  as  trustees  of  the  public  and 
gear  their  activities  to  the  public  interest,  we  cannot 
evade  a  growing  measure  of  control  and  regulation. 

I  believe  labor  and  business  can  meet  the  postwar 
challenge,  and  I  believe  we  can  defend  the  essentials 
of  our  economic  system,  only  if  we  are  willing  to  yield 
the  frills  of  that  system  and  sacrifice  some  of  the 
primitive  pill-boxes  of  privilege,  when  necessary. 


Selfish  interests  and  attempts  by  any  group  to 
incite  hatred  of  another  are  inexcusable.  Both  sides 
must  learn  that  no  group  can  continue  to  shout  for 
the  right  to  occupy  a  Maginot  Line  and  live  on  a 
cutthroat  basis,  blind  to  the  fact  that  the  whole 
system  might  fall  at  the  first  flank  attack.  We  must 
shoot  at  the  enemy  rather  than  snipe  at  each  other. 

We  of  labor  say  to  you  of  business  that  a  nation 
which  can  mobilize  a  war  industry  to  a  level  of  spend¬ 
ing  eighty-five  billion  dollars  a  year  to  fight  for 
existence  against  foreign  foes  must  be  ready  to  go 
forward  hand-in-hand  and  spend  whatever  it  costs 
to  hold  that  freedom  against  the  termites  within 
or  the  enemies  without. 

Labor  and  business  must  not  only  win  the  struggle 
to  win  the  peace,  but  we  must  meet  the  postwar 
challenge  by  making  our  free  system  so  responsive  to 
human  needs  that  the  masses  it  serves  will  rise  in 
their  might  and  zeal  to  defend  it. 

We  live  in  a  nation  which  has  the  resources  and 
manpower  to  accomplish  that  objective  and  solve  our 
postwar  problems.  Together,  we  can  blaze  the  way  to 
a  freedom  which  respects  the  rules  which  free  men 
make  through  representatives  to  act  on  their  behalf. 
Together,  we  can  build  a  peace  which  will  enable  us 
all,  rich  and  poor  alike,  to  enjoy  the  liberty  which 
brave  and  determined  men  are  defending. 


Discussion 


Question;  I  represent  the  New  York  State  Cham¬ 
ber  of  Commerce.  I  have  an  enormous  sympathy  with 
what  both  of  these  gentlemen  have  said.  One  of  the 
difficulties  which  our  Chamber  has  encountered  in 
dealing  with  questions  relating  to  capital  and  labor 
has  always  been  this  question  of  responsibility.  We 
have  passed  resolutions  which  have  been  transmitted 
to  the  labor  unions  urging  them  to  regularize  their 
own  position.  In  other  words,  the  American  Fed¬ 
eration  of  Labor  has.  I  daresay,  four  million  members. 
Wouldn’t  you  say  that? 

Mr.  Watt:  Six  million. 

Question:  Very  well.  Now,  here  is  an  organization 
comprising  six  million  workers  and  perhaps  voters. 
We  have  urged  them  for  their  own  benefit  to  agree 
that  some  sort  of  system  of  registration  should  be 
adopted  in  this  country  the  same  as  is  the  case  in 
England.  I  don’t  mean  incorporate.  That  has  a  dis¬ 
agreeable  connotation,  although  I  do  think,  for  their 
own  benefit,  they  ought  to  incorporate.  However,  that 
is  a  question  by  itself.  At  least,  they  ought  to  register 
and  they  ought  to  be  subjected  to  the  same  regu¬ 
lations  that  a  mutual  life  insurance  company  is 


subjected  to,  so  that  their  elections,  if  you  like, 
follow  a  government  regulation — so  that,  if  the  Ameri¬ 
can  Federation  of  Labor  is  challenged,  they  would  not 
be  in  the  position  of  saying,  “We  are  simply  a  loose 
organization.”  A  loose  organization  is  all  right  until 
you  want  to  pin  responsibility  and  then  you  can’t 
find  the  responsibility.  I  would  like  to  know  if  Mr. 
Watt  is  in  a  position  to  say — and  I  don’t  want  to 
embarrass  him  if  he  is  not — what  the  position  of  the 
American  Federation  of  Labor  is  in  regard  to  this 
matter  of  registration  and  government  regulation. 

Mr.  Watt:  I  have  long  since  passed  the  stage  of 
being  embarrassed.  This  is  a  good  question  which  I 
should  like  to  see  set  aside  for  an  afternoon  meeting. 
If  one  of  the  Chamber  of  Commerce  representatives  is 
going  to  have  a  meeting  somewhere  within  hailing 
distance  of  Washington  within  the  next  six  months, 
I  will  be  glad  to  discuss  it  with  someone  who  takes 
the  other  side.  It  is  extremely  difficult  to  give  you 
an  answer  in  a  brief  few  moments,  and  it  is  not  fair 
for  me  to  take  more  than  a  brief  moment  to  reply 
to  any  question. 

However,  let  me  give  you  my  own  reply  to  this 
question.  I  think  it  will  express,  to  a  large  degree. 
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the  opinion  of  the  thinking  men  and  women  of 
labor.  First,  we  are  opposed  to  any  sort  of  government 
regulation.  Second,  why  are  we  opposed.^  I  think  that 
the  Chambers  of  Commerce  would  probably  be  the 
first  ones  to  recognize  that  our  opposition  has  been 
a  valuable  instrumentality  in  maintaining  some  of 
our  basic  freedoms.  Of  course  I  agree  that  an  organi¬ 
zation  like  ours  with  over  six  million  men  is  a  loose- 
knit  and  autonomous  group.  I  agree,  too,  that  there 
would  be  certain  advantages  in  having  a  strongly 
centralized  and  powerful  group  acting  in  the  middle 
with  a  large  degree  of  authority  to  make  men  and 
women  good.  However,  after  having  visited,  as  often 
as  I  have,  Russia,  Germany,  Italy,  and  other  nations 
that  lack  democratic  governments,  I  am  not  willing 
to  pay  that  price.  I  am  not  willing  today  to  put  in 
the  hands  of  the  best  labor  man  I  know  too  great 
control  over  the  destinies  of  six  million  American 
men  and  women.  I  would  rather  plug  along  and  pay 
the  price,  as  we  do,  for  the  mistakes  that  men  and 
women  all  the  way  down  the  line  will  make. 

I  am  basing  that  reply  on  this  fundamental  issue 
with  which  I  think  you  will  all  agree.  I  am  not  setting 
labor  off  as  something  separate  and  apart  from  the 
life  of  the  community  any  more  than  I  am  setting  the 
Chambers  of  Commerce  off  as  something  separate 
and  apart  from  the  life  of  the  community.  Those 
great  organizations  are  the  community.  The  best 
proof  of  that  is  that  you  will  find  my  son  and  your 
son  today  flying  Navy  or  Army  planes  over  the  seven 
seas,  defending  this  common  heritage  of  freedom. 
I  am  always  one  of  the  last  men  that  you  will  find 
in  the  American  labor  movement  who  favors  the 


granting  of  too  much  control.  Now,  don’t  misunder¬ 
stand  me.  The  present  incumbent  of  the  White  House 
is  looked  upon  as  a  great  friend  of  the  masses  of 
working  people  in  America.  However,  I  would  oppose, 
with  all  my  strength,  the  granting  of  power  even  to 
my  best  friend,  because  I  fear  with  conviction  that 
that  power  may  be  misused. 

Therefore,  I  will  say  to  my  friend  from  the  New 
York  Chamber  of  Commerce  that  it  is  not  a  one-sided 
question.  There  are  real  dangers.  I  think  that  there 
might  real  danger  in  giving  to  the  United  States 
Chamber  of  Commerce,  highly  as  I  regard  their 
president,  Eric  A.  Johnston,  too  much  power  over 
the  destinies  of  local  or  state  units,  any  more  than 
I  would  approve  of  the  government  of  the  United 
States  having  any  regulation  over  those  voluntary  as¬ 
sociations. 

That  is  probably  a  long  answer.  As  I  have  said,  I 
would  be  delighted  if  I  got  an  invitation  to  discuss  it 
with  some  forthright  person  at  some  Chamber  of  Com¬ 
merce  meeting. 

Question:  I  will  be  glad  to  give  the  gentleman 
an  invitation.  My  question  was  not  directed  to  the 
end  that  anybody  should  have  power,  but  simply 
that  if  the  American  Federation  of  Labor  asserts 
that  it  represents  six  million  people,  it  should  be 
registered  in  some  fashion  so  that  those  that  have 
occasion  to  do  business  with  the  Federation  of  Labor 
should  truly  know  that  they  actually  do  represent 
what  they  claim  to  represent.  It  is  a  matter  of  authen¬ 
tication,  not  a  matter  of  power,  I  had  no  thought  of 
a  delegation  of  power. 


REEMPLOYMENT  PROSPECTS  AND  PROBLEMS 

By  A.  Ford  Hinrichs 

Acting  Commissioner  of  Labor  Statistics,  United  States  Department  of  Labor 


The  things  that  I  feel  impelled  to  say  this 
afternoon  could  almost  be  said  briefly  enough 
to  have  been  included  as  a  postscript  in  my  telegram 
of  apology  stating  that  the  planes  were  grounded  in 
Washington. 

I  think  that  Mr.  Pierce  has  summed  up  the  situa¬ 
tion  very  well  indeed  when  he  says  that  our  primary 
problem  at  this  moment  is  to  do  a  large  amount  of 
analysis  and  planning,  and  to  set  the  stage  for  actions 
which  are  going  to  be  necessary  and  which  can  be 
foreseen  at  this  time.  I  want  to  confine  my  remarks 
entirely  to  those  things  that  can  be  foreseen  beyond 


a  shadow  of  a  doubt. 

I  would  preface  that  by  saying  that  there  is  by  no 
means  general  agreement  as  to  whether  full  employ¬ 
ment  can  or  cannot  be  achieved  in,  say  two  years  after 
the  cessation  of  hostilities,  without  substantial  gov¬ 
ernment  aid.  In  setting  the  discussion  this  afternoon, 
however,  I  am  going  to  make  the  assumption  that 
there  is  very  likely  to  be  full  employment  two  or 
three  years  after  the  cessation  of  hostilities.  I  make 
this  assumption  simply  in  order  to  focus  attention  on 
the  problems  we  must  face  under  the  best  of  con¬ 
ditions  when  the  war  ends. 
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There  is  going  to  be  a  period  of  six  months  or  of 
a  year  after  hostilities  cease  in  which  there  will  be 
tremendous  shifts,  shifts  of  such  magnitude  that  it  is 
unlikely  that  we  can  undergo  those  strains  on  a  com¬ 
pletely  planless  basis  and  still  have  any  sense  of 
social  justice  and  well-being  in  the  community.  How 
well-equipped  are  we  to  get  people  from  the  jobs 
they  will  be  doing  at  the  close  of  the  war  to  jobs 
that  need  doing  in  peacetime? 

Furthermore,  during  that  period  in  which  the  first 
characteristic  is  one  of  movement,  there  is  likely  to  be 
a  more  rapid  rate  of  contraction  than  of  expansion 
of  economic  activity.  It  therefore  behooves  us  at 
this  time  to  look  at  the  variables  in  the  picture  of 
that  first  postwar  period  and  find  out  the  degree  to 
which  they  can  be  controlled,  and  to  which  the  situa¬ 
tion  in  that  period  can  be  mitigated. 

Dangers  in  Failing  to  Plan 

Finally,  in  the  light  of  what  can  be  foreseen,  it 
seems  to  me  to  be  imperative  at  this  time  that  we 
should  undertake  to  plan  as  carefully  as  possible  to 
meet  the  residual  problem  of  unemployment  that  is 
almost  certain  to  be  present  in  that  transitional 
period.  If  we  fail  to  do  that,  we  risk  to  some  extent 
the  recovery  itself  which  I  have  hypothecated  at 
the  beginning  of  my  discussion.  More  particularly, 
I  think  we  run  very  grave  political  risks.  It  can 
hardly  be  expected  that  people  will  be  politically  in¬ 
active  in  a  period  as  tumultuous  as  that  period  is 
going  to  be,  as  presently  disturbing  and  as  beclouded 
with  respect  to  the  outlook.  Under  those  conditions 
we  can  expect  to  have  vigorous  political  action  de¬ 
veloped  on  the  spur  of  the  moment,  unless  the  public 
at  large  is  conscious  of  the  fact  that  some  farsighted 
program  has  been  worked  out  and  that  their  needs 
within  that  period  are  being  reasonably  provided  for. 
I  do  not  believe  that  we  can  count  on  wise  political 
action  if  we  wait  so  long  that  it  becomes  necessary  to 
improvise. 

That  is  the  sum  total  of  all  that  I  would  like  to  say 
to  you  with  reference  to  the  postwar  problem  as  I  see 
it  at  this  time. 

I  was  asked,  however,  to  give  you  briefly  some 
picture  of  the  magnitudes  that  are  involved.  From  that 
point  of  view,  I  have  brought  with  me  a  number  of 
charts.  If  my  stage  management  is  a  trifie  awkward, 
please  remember  that  I  did  arrive  without  very  much 
opportunity  to  set  the  stage. 

Employment  Shifts  Caused  By  War 

I  would  like  first  of  all,  to  give  you  a  picture  of 
the  shifts  that  have  occurred  in  our  economic  act- 


tivity  as  a  result  of  the  strains  of  the  war.  [Dr.  Hin- 
richs  presented  a  chart  to  the  audience  entitled  “Shifts 
in  Labor  Force  from  War  Peak  to  Peace.”]  In  the 
first  chart,  the  bar  on  the  right-hand  side  portrays 
the  distribution  of  human  energy  as  it  is  going  to 
be  used  at  the  height  of  the  war’s  activity.  The  char¬ 
acter  of  that  employment  can  be  fairly  accurately 
foreseen  at  this  time.  There  have  been  outstanding 
distortions  since  1940 — there  has  been  a  tremendous 
expansion  of  our  Armed  Forces,  that  is  going  to  con¬ 
tinue  until  we  have  about  eleven  million  people  in  the 
Armed  Forces.  That  represents  an  increase  of  ten  and 
one-half  million  over  1940.  Manufacturing  will  employ 
about  eighteen  million  people,  an  increase  of  about 
seven  million  over  this  base  period  of  1940.  Govern¬ 
ment  employment  shows  about  two  and  one-half 
million  expansion,  represented  largely  by  increases 
in  the  civilian  establishments  of  the  Army  and  Navy, 
the  arsenals  and  the  navy  yards.  There  has  been  some 
expansion  in  employment  in  transportation  and  public 
utilities. 

These  increases  contrast  with  the  fact  that  over  this 
period  there  will  have  been  a  shrinkage  of  about  a 
million  and  a  half  in  agricultural  employment,  a  shrink¬ 
age  of  about  a  million  and  a  half  in  the  self-employed, 
casual  workers,  and  professional  groups;  a  shrinkage 
of  about  a  million  in  construction;  and  about  a  mil¬ 
lion  in  the  trade  and  service  industries.  An  expansion, 
in  other  words,  of  about  twenty  million,  and  a  shrink¬ 
age  of  about  five  million.  There  is  a  further  shrinkage 
from  the  base  period  of  1940  of  about  seven  million  in 
terms  of  people  unemployed;  and  an  increase  in  the 
labor  force  of  about  eight  million  people. 

The  Two-Year  Period  after  the  War 

All  this  means  that  we  will  have  at  the  end  of  the 
war  a  very  seriously  dislocated  economy,  in  so  far  as  the 
distribution  of  the  working  population  is  concerned. 
It  is  also  inevitable  that  very  substantial  changes 
are  going  to  take  place,  no  matter  how  optimistic 
one  may  be  about  the  opportunity  of  employing 
this  population  after  the  war.  This  chart  is  designed 
primarily  to  show  the  general  character  of  the  shifts 
that  are  likely  to  occur  within  a  period  of  about  two 
years  from  the  cessation  of  hostilities,  and  is  not  a 
precise  forecast.  In  the  first  place,  there  will  be  a  very 
marked  shrinkage  in  the  Armed  Forces,  a  shrinkage 
that  may  be  in  the  order  of  eight  and  one-half  million. 
In  addition,  no  matter  how  optimistic  one  may  be 
regarding  manufacturing  activity,  there  is  going  to  be 
a  shrinkage  of  manufacturing  employment,  a  shrink¬ 
age  which  has  been  portrayed  on  this  chart  in  the 
order  of  about  five  million  people.  There  is  almost 
certain  to  be  a  shrinkage  in  government  employment. 
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if  you  bear  in  mind  that  the  largest  expansion  has 
been  in  the  civilian  establishments  of  the  Army  and 
Navy.  As  the  Armed  Forces  shrink,  the  civilian  estab¬ 
lishments  attached  to  them  will  inevitably  shrink 
as  well.  It  is  quite  possible  that  two  million  people 
may  be  let  out  of  government  employment. 

In  contrast  with  that,  there  are  going  to  be  certain 
areas  of  expansion  in  non-manufacturing  activities — 
an  expansion  of  some  two  million  in  trade  and  service 
might  be  reasonable,  perhaps  two  and  one-half  million 
in  self-employed;  about  one  and  one-half  million  in 
construction;  and  about  a  million  in  agriculture. 

Residual  Unemployment 

Under  those  conditions,  we  would  expect  to  see 
employment  reach  something  approximating  the 
normal  labor  force,  with  an  unemployment  residual 
in  the  order  of  four,  or  possibly  five  million,  people. 
That  implies,  however,  that  you  are  dealing  with 
a  normal  labor  force — that  you  are  going  to  have 
the  withdrawal  of  some  five  or  six  million  people  who 
came  into  jobs  during  the  wartime  period  who  were 
not  normally  in  the  labor  market.  Women  are  the 
largest  group;  young  persons  coming  out  of  school 
are  a  very  large  group;  and  persons  who  have  post¬ 
poned  retirement,  or  have  come  back  from  retirement 
to  contribute  significantly  to  the  total  number  of  those 
who  have  swelled  our  labor  force. 

The  story  that  I  have  told  is  intended  to  be  only 
roughly  illustrative.  You  can  change  the  dimensions  of 
those  guesses  by  rather  startling  large  amounts  without 
changing  the  general  conclusions  that  flow  from  them. 
I  suppose  many  people  might  reasonably  question 
whether  manufacturing  employment  would  shrink  as 
much  as  has  been  indicated  in  that  chart,  though 
many  would  say  that  it  is  likely  to  shrink  even  further. 
So  let  us  assume  for  the  moment  a  40%  expansion  in 
manufacturing  employment,  instead  of  20%  expansion 
over  the  1940  level  that  we  did  assume.  Let  us  assume 
further  that  construction  employment  is  going  to 'in¬ 
crease  not  only  somewhat  more  rapidly  than  it  has 
ever  increased  at  any  time  in  our  history,  but  very 
much  more  rapidly,  and  that  in  a  period  of  a  year  or 
so  we  get  an  expansion  in  trade  and  service,  such  as 
occurred  in  the  decade  from  1930  to  1940.  Finally,  let 
us  assume  that  government  employment  remains  re¬ 
latively  high,  higher  than  we  estimate  by  say  half  a 
million.  With  all  these  assumptions  you  would  still 
stretch  our  figures  of  employment  by  only  about  four 
million  persons. 

If  that  kind  of  employment  opportunity  were  avail¬ 
able,  you  would  markedly  decrease  our  estimates  of 
employment  in  certain  important  segments.  It  is  almost 
certain,  under  those  conditions,  that  there  would  be 


no  increase  in  employment  in  agriculture,  but  rather 
a  decrease  because  the  employment  in  agriculture  that 
is  likely  to  occur  after  the  war  is  likely  to  be  an  in¬ 
crease  in  underemployment  rather  than  essential  em¬ 
ployment  in  the  production  of  agricultural  commodi¬ 
ties.  You  would  similarly  cut  down  on  the  number  of 
persons  engaged  in  casual  employment  whom  we 
classify  as  self-employed.  You  would  probably  reduce 
unemployment  perhaps  two  million  people.  You  can 
make,  in  other  words,  as  large  changes  as  those  in  the 
general  assumption  and  still  not  come  out  with  a 
drastically  different  picture  than  the  one  that  we  have 
portrayed.  By  no  stretch  of  the  imagination  does  it 
appear  probable  that  there  will  be  jobs  for  all  the 
people  now  in  the  labor  force. 

Problems  in  the  First  Postwar  Year 

I  want  now  to  talk  about  the  period  of  the  first 
six  to  twelve  months  after  hostilities  cease.  I  have 
presented  these  figures  merely  to  show  that  I  am 
starting  from  generally  optimistic  assumptions.  One 
could  start  with  a  series  of  pessimistic  assumptions 
and  come  out  with  a  much  more  unfavorable 'picture 
than  that  which  I  shall  portray. 

In  looking  at  the  immediate  postwar  period,  the 
first  six  to  twelve  months,  I  want  to  emphasize  in  the 
first  instance  the  tremendous  amount  of  movement 
which  is  bound  to  occur  whether  there  is  any  diminu¬ 
tion  in  the  total  amount  of  employment  or  not.  I  have 
already  spoken  of  the  movement  by  broad  groups:  a 
tremendous  withdrawal  from  the  Armed  Forces;  a  re¬ 
latively  large  withdrawal  from  manufacture;  a  net 
gain  in  the  field  of  agriculture;  a  net  gain  in  various 
nonmanufacturing  fields;  a  net  gain  among  the  self- 
employed;  a  considerable  increase  in  the  number  of 
unemployed;  and  a  withdrawal  of  a  substantial  num¬ 
ber  of  people  from  the  labor  force.  Within  manufactur¬ 
ing,  certain  groups  of  industries  are  almost  certain  to 
have  a  reduction  of  employment:  the  fabrication  of 
iron  and  steel  products;  some  reduction  of  employ¬ 
ment  in  the  machinery  industries;  certainly  a  large 
reduction  in  aircraft  and  in  private  shipbuilding  in¬ 
dustries.  It  is  even  probable  that  there  will  be  a  reduc¬ 
tion  of  employment  in  establishements  that  used  to 
manufacture  automobiles,  even  on  the  assumption 
that  this  industry  is  going  back  to  the  highest  levels 
of  production  in  history.  Employment  will  increase  in 
lumber  and  in  the  building  materials  industries.  There 
will  be  some  increase  in  the  textile  and  apparel  in¬ 
dustries. 

Geographical  Concentration  of  Unemployment 

Furthermore,  you  are  not  only  going  to  have  this 
withdrawal  from  specific  industries,  but  also  a  high 
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geographical  concentration  of  the  shifts  that  are  likely 
to  occur. 

This  may  be  indicated  by  the  ratio  to  unemploy¬ 
ment  in  1940  of  the  number  of  men  from  the  various 
states  in  the  Armed  Forces  and  in  war  industries  at 
the  height  of  the  war  effort.  In  estimating  munitions 
employment  we  are  including  things  about  which 
there  is  no  doubt:  airplanes,  shipbuilding.  The  denom¬ 
inator  of  the  ratio  is  the  number  of  people  who  were 
employed  in  all  types  of  activity  in  1940.  If  you  regard 
that  ratio  as  a  general  measure  of  demobilization, 
you  will  see  that  demobilization  will  affect  particu¬ 
larly  the  states  of  Washington,  Michigan,  Indiana, 
and  Connecticut.  In  these  states  the  ratio  of  demobili¬ 
zation  is  going  to  be  in  the  order  of  45%  or  more  of 
the  total  number  of  people  who  were  employed  in 
1940.  There  has  been  a  growth  in  population  since  that 
time,  so  this  may  not  be  true  of  present  employment 
in  those  states.  The  states  of  California,  Utah,  Kansas, 
Ohio,  Pennsylvania,  New  Jersey,  Maryland,  and 
Rhode  Island  have  a  ratio  in  the  order  of  35%  to  45%. 
By  way  of  contrast,  we  have  the  group  of  states 
in  which  the  ratio  is  under  25%,  but  it  is  significant 
that  there  isn’t  any  state  that  has  a  ratio  of  less  than 
19%. 

Need  of  Adequate  Facilities  jor  Reemployment 

Now  if  we  are  given,  first  of  all,  this  geographical 
concentration  of  war  production,  and,  in  the  second 
place,  the  certainty  that  very  large  numbers  of  people 
are  going  to  come  out  of  war  production,  it  seems  to 
me  absolutely  imperative  at  this  time  that  we  should 
make  certain  that  we  have  adequately  developed 
facilities  in  the  United  States  available  to  assist  in  the 
movement  of  individuals  from  one  job  to  another. 
We  shall  need  a  strong  employment  service.  If  we  are 
contemplating  any  form  of  relief  policy,  we  should 
make  sure  that  it  is  not  set  up  in  such  a  fashion  as 
to  freeze  individuals  in  the  locality  in  which  they 
happen  to  be,  if  future  employment  opportunities  are 
dark  there.  We  need  to  examine  our  residence  laws  to 
determine  whether  they  are  now,  as  in  the  past,  likely 
to  block  the  movement  of  people  from  one  area  to 
another.  We  probably  want  to  ask  ourselves  whether 
individuals  are  going  to  be  able  to  make  financial 
provision  to  move  themselves  from  centers  of  demobi¬ 
lization  to  towns  in  other  parts  of  the  countiy.  After 
the  last  war,  for  example,  Mr.  Baruch  found  it  neces¬ 
sary  or  desirable,  from  the  point  of  view  of  his  con¬ 
science,  to  personally  pay  the  carfare  of  large  num¬ 
bers  of  typists  from  the  city  of  Washington  back 
home.  They  didn’t  have  the  funds  to  get  out  of  the 
city  when  the  government  jobs  in  which  they  had 
been  operating  folded  up. 


Training  and  Retraining 

Finally,  I  think  we  are  going  to  have  to  look  very 
carefully  at  our  training  and  retraining  facilities  to 
make  sure  that  they  are  adequate  to  develop  skills  in 
peacetime  employments.  Many  who  are  now  employed 
have  acquired  limited  skills  of  particular  use  in  war¬ 
time.  Many  of  them  had  been  unemployed  for  ex¬ 
tended  periods  before  the  war  and  others  have  come  of 
working  age  during  the  war.  This  is  the  time  when  we 
can  look  at  our  facilities  for  easing  this  problem.  If 
we  don’t  do  it  now,  it  is  almost  certain  that  the  prob¬ 
lem  is  going  to  be  upon  us  before  we  are  able  to  de¬ 
vise  the  facilities  that  are  going  to  be  necessary. 

Actually,  we  cannot  assume  that  jobs  will  be  avail¬ 
able  at  once  for  all  those  laid  off  from  muntions  pro¬ 
duction  and  from  the  Armed  Forces.  No  matter  how 
slowly  we  demobilize,  it  is  almost  certain  that  demobili¬ 
zation  will  proceed  more  rapidly  than  civilian  em¬ 
ployment  can  expand. 

Scope  of  Temporary  Unemployment 

No  matter  how  you  manipulate  your  variables 
within  any  kind  of  reasonable  limits,  there  is  a  period 
of  six  to  nine  months  after  hostilities  cease  in  which  a 
fairly  substantial  volume  of  unemployment  is  almost 
certain  to  develop.  It  is  a  volume  that  is  probably 
going  to  run,  in  minimum  terms,  in  the  order  of  eight 
to  nine  million  people.  These  are  not  eight  to  nine 
million  people  who  are  going  to  be  unemployed,  world 
without  end,  but  people  who,  at  any  time,  are  en¬ 
gaged  in  looking  for  a  job.  Their  situation  will  be 
better  than  that  of  the  unemployed  during  the  de¬ 
pression  because  the  civilian  economy  will  be  expand¬ 
ing,  whereas  in  1932  every  type  of  employment  was 
contracting  simultaneously.  But  if  anything  like  this 
volume  of  unemployment  is  in  sight,  we  need  to  be 
doing  everything  that  we  can  to  keep  it  to  a  minimum. 

Importance  of  Sound  Contract  Termination  Policy 

For  example,  we  need  to  look  at  the  problem  of 
contract  cancellation  in  connection  with  munitions 
manufacturing.  That  job  was  very  badly  done  after 
the  last  war;  it  just  happened.  I  am  quite  certain  that 
it  is  not  possible  to  think  of  letting  all  contracts  run 
out  to  completion  after  this  war.  It  should  be  possible, 
however,  to  slow  down  the  process  of  demobilization 
by  continuing  contracts  for  products  having  a  social 
value.  But  if  you  will  try  to  visualize  the  job  of  sort¬ 
ing  out  those  contracts  which  can  be  usefully  con¬ 
tinued  and  those  which  can  not,  you  will  recognize 
that  it  is  not  the  kind  of  a  job  which  can  be  done  in 
the  hectic  atmosphere  of  demobilization  when  the 
first  thought  of  everybody  is  “Thank  God  it  is  over 
and  we  can  go  back  home.” 


PREPARING  FOR  POSTWAR  RECONSTRUCTION  133 


Furthermore,  contract  termination  plans  must  be 
worked  out  so  that  working  capital  will  not  be  tied  up. 
Businessmen  must  be  able  to  liquidate  their  war  con¬ 
tracts  if  they  are  to  undertake  rapid  expansion  of  their 
peacetime  business. 

Control  of  Withdrawals  from  Labor  Force 

The  second  of  the  variables  that  may  be  controlled 
to  some  extent  is  withdrawals  from  the  labor  force.  To 
the  extent  that  withdrawals  from  the  labor  force  are 
expedited,  we  will  have  an  easier  period  of  transition 
than  would  otherwise  be  the  case.  It  is  not  going  to 
be  easy  to  do  the  job. 

We  shall  work  serious  hardship  on  many  individuals 
if  we  attempt  to  compel  any  group  to  withdraw.  It  is 
very  easy  to  talk  about  the  fact  that  there  are  five 
and  one-half  million  abnormally  in  the  labor  market. 
However,  there  isn’t  a  single  human  being  that  you 
can  put  your  finger  on  and  say,  “This  man  or  woman 
is  an  abnormal  entrant  to  the  labor  market  and  there¬ 
fore  will  have  to  be  removed.”  For  example,  it  is  usual 
for  a  certain  number  of  married  women  with  children 
to  work.  The  thing  that  is  unusual  today  is  merely 
that  so  many  of  them  are  working.  To  discriminate 
against  them  as  a  class  after  the  war  would  create 
real  hardship. 

Control  of  Additions  to  Labor  Force 

It  is  going  to  be  possible,  however,  to  do  a  certain 
number  of  things  to  set  the  stage  to  expedite  the 
withdrawal  of  individuals  from  the  labor  force.  One 
possibility  is  that  we  can  be  certain  that  we  turn  off 
the  faucet  in  the  schools,  just  as  at  this  time  we  are 
turning  it  on.  This  should  be  done  the  instant  that 
the  need  for  those  people  in  the  labor  market  is  over. 
Every  year,  there  are  something  like  a  million  and  a 
quarter  boys  and  about  a  million  girls  who  come  into 
the  labor  market  from  the  schools.  To  the  extent  that 
the  faucet  is  turned  off,  we  can  contribute  to  an  effec¬ 
tive  net  withdrawal  from  the  labor  force.  This  should 
be  supplemented  by  setting  up  a  system  which  will 
encourage  the  return  to  school  of  those  who  left  with¬ 
out  completing  their  education,  but  this  may  neces¬ 
sitate  some  reconsideration  of  the  content  of  education 
for  a  group  who  are  no  longer  school  children. 

Aid  to  Private  Enterprise 

Finally,  it  is  perfectly  obvious  that  we  want  to  do 
everything  which  is  humanly  possible  to  expedite  the 
rate  of  recovery  of  private  enterprise.  This,  as  I  see  it, 
has  been  the  primary  subject  of  your  discussion  in  the 
numerous  sessions  that  have  been  going  on  this  after¬ 
noon. 


Public  Works 

After  all  that  is  done,  however,  we  are  still  certain 
to  be  left  with  a  residual  problem  of  fairly  consider¬ 
able  magnitude,  and  we  need  to  be  sure  that  in  that 
period  our  system  of  unemployment  compensation 
is  adequate  to  meet  the  needs  of  the  period.  We  need 
to  be  sure,  in  so  far  as  public  works  arc  to  be  used, 
that  they  are  planned  to  advantage.  We  need  to  be 
sure  that  the  projects  are  worthwhile  and  are  not 
hastily  improvised  to  make  work  without  regard  to 
the  value  of  the  end  product.  We  need  to  be  sure  that 
they  are  planned  to  produce  employment  in  the  period 
when  it  is  needed. 

Where  Business  Can  Help 

May  I  throw  out  a  suggestion  of  one  way  in  which 
business  can  contribute  to  a  feeling  of  security  in  this 
period?  At  present,  business  is  planning  in  advance 
to  meet  its  wartime  labor  requirements.  I  see  no  rea¬ 
son  why,  in  the  transitional  period  to  peace,  it  might 
not  be  possible  for  a  plant  that  is  retooling  to  make 
fairly  definite  commitments  for  the  hiring  of  an  in¬ 
dividual  at  some  future  date.  They  might  make  a 
commitment,  for  example,  in  February  with  refer¬ 
ence  to  employment  in  April.  You  do  such  things  in 
purchasing  materials.  You  won’t  expect  to  get  steel 
delivered  to  meet  your  requirements  without  placing 
an  advance  order. 

I  am  afraid  that  it  will  be  possible  to  get  human 
beings  in  that  period  without  placing  advance  orders, 
but  few  things  that  business  could  do  would  con¬ 
tribute  more  to  a  feeling  of  security  than  translating 
an  almost  certain  need  for  labor  at  a  later  date  into 
an  actual  commitment  to  hire.  We  do  not  need  to  fear 
a  certain  amount  of  idleness.  Most  people  who  have 
been  engaged  in  war  production  are  going  to  welcome 
a  reasonable  period  of  time  off.  The  thing  that  is 
going  to  be  socially  and  politically  disturbing  is  the 
fear  that  one  is  laid  off  for  an  indefinite  period  of  time 
and  may  never  get  back  in.  We  can  reduce  the  number 
facing  this  kind  of  uncertainty  by  translating  business 
plans  for  recovery  into  promises  of  jobs  within  a 
limited  period  of  time. 

I  have  given  a  very  superficial  sketch  of  that  period 
of  transition.  I  hope  it  illustrates  the  character  of  the 
problems  that  we  shall  face  and  the  necessity  of  doing 
.something  about  those  problems  at  this  time.  I  don’t 
pretend  to  prescribe  all  the  answers  for  that  period. 
I  do  assure  you  that  the  history  of  the  corresponding 
postwar  period  after  the  last  war  indicates  that  these 
problems  should  be  faced  now.  If  we  wait,  they  will 
close  in  far  too  fa.st  for  us  to  take  well-considered 
measures  to  meet  them. 
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Discussion 


Question:  Mr.  Hinrichs,  on  that  map  of  the  United 
States,  those  states  printed  in  pink — do  I  understand 
that  45%  of  the  people  employed  in  those  states  in 
1940  will  be  subject  to  conversion  to  peacetime  work 
from  their  work  for  the  Armed  Forces? 

Mr.  Hinrichs:  Yes. 

Question:  In  other  words,  about  half  of  the  normal 
peacetime  employment  is  going  to  be  faced  with 
changing  their  work,  either  from  being  a  soldier  or 
from  being  a  pure  war  worker? 

Mr.  Hinrichs:  That  is  right. 

Question:  Mr.  Hinrichs  has  stated  a  lot  of  facts  in 
connection  with  the  problem.  Mr.  Watt  has  suggested 
a  program  of  social  protection  in  case  of  unemploy¬ 
ment.  Mr.  Hook  has  suggested  planning  jobs  after  the 
war.  In  the  planning  of  jobs,  it  is  well  to  know  about 
the  job.  Now,  what  I  would  like  to  know  is,  how  can 
we  plan  jobs  when  most  of  the  companies  represented 
here  today  are  probably  twice,  three  times  or  even 
ten  times  the  size  they  normally  would  be?  How  do 
we  plan  to  take  care  of  those  people  after  the  war? 

Chairman:  I  take  it  that  the  question.  Dr.  Hinrichs, 
is  the  problem  of  the  war-inflated  industries  from 
the  standpoint  of  the  number  of  employees,  as  con¬ 
trasted  with  the  problems,  for  instance,  of  the  aircraft 
and  shipbuilding  industries — how  can  they  protect 
their  employees  as  compared  with  the  other  com¬ 
panies? 

Mr.  Hinrichs:  As  Mr.  Pierce  puts  the  question,  it 
seems  to  me  that  the  problem  in  the  shipbuilding  and 
aircraft  industries  will  be  so  large  that  I  would  cer¬ 
tainly  expect  industrywide  planning  in  collaboration 
with  whatever  agencies  of  government  are  willing  to 
take  an  interest  in  postwar  planning  at  the  present 
time.  What  is  the  probable  shape  of  the  merchant 
marine  going  to  be  at  the  end  of  the  war  and  what 
can  be  usefully  done  in  the  way  of  continuing  ship¬ 
building  activity?  Certainly  no  individual  can  answer 
that  question,  and  even  the  industry  seems  to  be  help¬ 
less  unless  it  receives  cooperation  from  the  Federal 
Government,  which  is  in  possession  of  information 
which  perhaps  the  industry  doesn’t  have.  I  think  the 
same  thing  may  hold  true  for  the  aircraft  industry. 

But,  there  are  other  industries  which  do  not  come 
in  this  category.  With  respect  to  those  industries,  it 
seems  to  me  that  it  is  fair  to  ask  that  the  employer  in 
the  industry  do  more  than  sit  back  and  “pass  the 
buck”  to  the  Federal  Government.  In  industries  where 


the  expansion  of  employment  is  represented  by  a  50% 
increase  or  a  doubling  of  employment,  it  is  fair  to  ask 
how  many  men  can  possibly  be  employed  by  this  con¬ 
cern,  assuring  a  relatively  high  level  of  national  in¬ 
come  and  therefore,  a  good  market.  Actually,  that 
question  can  be  asked  in  one  or  two  ways.  It  has 
sometimes  been  asked,  what  can  this  company  do  to 
employ  as  many  people  as  it  is  now  employing?  I 
understand  that  that  is  a  very  unpopular  way  of 
phrasing  the  question.  Alternatively,  one  asks  how 
many  people  can  this  Arm  employ.  I  would  like  a  busi¬ 
nessman  to  ask  himself  that  question  in  as  concrete 
terms  as  possible  and  with  the  realization  that  no 
matter  how  large  a  task  he  sets  himself  it  is  not  quite 
enough.  The  job  of  postwar  reconstruction  is  going  to 
involve  doing  more  than  enough,  just  as  doing  the 
wartime  job  itself  involves  doing  more  than  enough. 
There  isn’t  such  a  thing  as  enough. 

There  are  going  to  be  a  great  many  industries  in 
which  it  will  be  absolutely  impossible  to  retain  all 
employees  now  employed.  It  can’t  be  done  for  the 
shipbuilding  or  aircraft  industries.  Somebody  else  is 
going  to  have  to  pick  them  up.  And  we  will  not  ac¬ 
complish  our  goal  of  full  employment  if  we  all  assume 
that  we  have  done  enough  if  we  see  employment  for 
those  now  on  our  rolls. 

That,  in  general  terms,  is  my  answer.  But  in  detail 
the  problem  has  to  be  worked  out  by  the  business  en¬ 
terprise  itself  in  terms  of  an  analysis  of  its  markets 
and  its  products  and  what  it  thinks  the  company 
can  do.  All  that  I  would  ask  is  that  this  be  a  real 
analysis  of  potential  markets  on  the  assumption  of 
a  high  level  of  national  income.  Such  planning  can’t 
be  done  for  you  by  the  government.  At  present  too 
many  businessmen  are  still  thinking  of  the  size  of 
prewar  markets  as  limiting  their  opportunities  for 
expansion. 

Chairman:  I  think  I  would  like  to  add  an  answer 
to  that.  It  seems  to  me  that  it  goes  to  the  heart  of  the 
responsibilities  of  business.  In  the  flrst  place,  the 
Arm  that  is  going  to  be  faced  with  deflation  ought  to 
plan  its  terminations  and  layoffs  with  as  much  care 
and  with  as  much  termination  allowance  or  notice  as 
can  possibly  be  arranged.  The  other  companies  that 
might  prospectively  engage  some  of  the  people  re¬ 
leased  ought  to  be  willing  to  pick  them  up  sooner  than 
they  might  otherwise  choose  to  do.  That  will  go  a  long 
way  toward  answering  the  planning  question  which 
Dr.  Hinrichs  discussed. 


8.  Handling  of  Contract  Cancellation  and  Termination 

Chairman:  W.  Gibson  Carey,  Jr. 

President,  Yale  &  Towne  Manufacturing  Company 


OBJECTIVES  AND  PROBLEMS 

By  Clarence  L.  Collens 
President,  The  Reliance  Electric  &  Engineering  Company 


ON  SOINIE  future  unpredictable  “November  11th” 
there  will  be  a  cessation  of  hostilities  and  the 
wholesale  termination  of  war  contracts.  A  large  per¬ 
centage  of  production  will  cease,  and  until  all  claims 
are  settled,  working  capital  and  many  assets  will  be 
frozen.  Prompt  liquidation  of  these  frozen  assets  and 
of  all  liabilities  and  loans  is  a  prerequisite  to  a  prompt 
and  orderly  return  to  a  peacetime  economy. 

The  magnitude  of  the  problem  is  self-evident — 
some  5,000,000  claims  to  be  investigated,  negotiated, 
liquidated  or  otherwise  settled,  compared  with  only 
about  35,000  following  World  War  I.  It  will  take  from 
three  to  four  years  to  effect  all  settlements  unless  some 
carefully  studied  practical  program  is  developed  in 
advance. 

The  public  policy  which  should  govern  termination 
can  be  briefly  stated.  It  is  not  in  the  public  interest 
that  contracts  placed  by  the  government  under  the 
emergency  of  war  should  be  without  equitable  term¬ 
ination  provisions.  In  the  absence  of  such  reservation 
in  the  contract  or  by  statute,  the  contractor  or  any 
seller  down  the  line  is  entitled  to  full  damages,  which 
are  usually  figured  on  the  basis  of  full  contract  price 
less  the  amount  of  cost  saved  by  him  by  not  being 
obliged  to  complete  the  contract.  This  means  the  re¬ 
covery  of  full  expected  profit,  but  the  recovery  of 
such  damages  means  litigation  and  delay,  and  in  the 
end  would  throw  an  unnecessary  burden  of  war  cost 
on  the  taxpayers. 

Industry  and  business  will  gladly  accept  and  pro¬ 
mote  any  program  which  will  adequately  cover  the 
inevitable  period  of  readjustment,  provided  it  is  based 
on  the  bedrock  of  equity  under  procedures  which  will 
permit  of  prompt  determination  and  settlement  of  all 
proper  claims.  This  is  in  the  interest  of  the  govern¬ 
ment  and  the  public  generally,  including  employees, 
employers,  bankers,  and  all  other  persons  whose  wel¬ 
fare  would  be  affected  by  any  serious  delay  in  the  re¬ 
turn  to  a  peacetime  economy. 

Methods  of  Determining  Claims 
There  are  only  three  methods  by  which  determina¬ 
tion  of  the  amount  of  any  claim  can  be  made: 


1.  By  agreement — settlement  of  the  amount  by 
negotiation  and  mutual  agreement  under  the  contract. 

2.  By  jormula — in  cases  where  the  contract  pro¬ 
vides  a  definite  formula  for  figuring  termination 
claims. 

3.  By  litigation 

Judging  from  the  policies  followed  in  World  War  I, 
the  government  in  event  of  termination  will  avoid 
breach  of  contract.  Following  World  War  I,  all  but 
about  10%  of  the  claims  were  settled  by  supplemental 
agreements  modifying  the  terms  of  the  original  con¬ 
tract.  This  made  the  original  appropriations  avail¬ 
able  for  the  settlement  of  claims,  whereas,  if  the  courts 
and  litigation  had  been  resorted  to,  there  would  have 
been  serious  delays,  and  new  appropriations  by  Con¬ 
gress  would  have  been  required  for  the  judgments 
awarded.  District  Claims  Boards  were  set  up  to  effect 
these  settlements,  with  appeal  to  a  Departmental 
Board  in  Washington.  General  Dclafield,  who  was 
Chairman  of  the  Board  of  Contract  Adjustment  of  the 
War  Department  in  connection  with  the  last  war, 
recommended  in  a  recent  talk  that  this  .same  pro¬ 
cedure  be  followed  in  World  War  II.  He  said:  “It 
may  well  be  contended  that  termination  clauses  are 
unnecessary  and  only  make  the  work  of  contract  ad¬ 
justment  more  difficult  and  therefore  slower.”  I  ques¬ 
tion  this  conclusion  in  view  of  the  magnitude  of  the 
task,  provided  some  equitable  procedure  for  the  de¬ 
termination  of  claims  “by  formula”  with  prompt  pay¬ 
ment  can  be  developed. 

Proposals  for  a  Standard  Clause 

There  have  been  many  proposals  contemplating  a 
standard  clause  for  the  termination  of  all  government 
contracts.  The  most  recent  of  these  provides  two  bases 
for  settlement:  (1)  by  agreement;  and  (2)  by  formula. 
The  provisions  of  standard  termination  clauses  go 
down  not  only  to  the  subcontractor  but  also  to  the 
sub-subcontractor,  or  to  the  third  tier.  There  is  no 
logical  reason  why  such  provision  should  not  protect 
below  the  third  tier  where  products  or  materials  are 
involved  which  ultimately  pass  to  the  government  as 
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part  of  the  products  covered  by  the  prime  contract. 

The  detailed  provisions  of  termination  clauses  and 
some  of  the  accounting  problems  involved  are  gener¬ 
ally  known,  and  I  will  merely  emphasize  that  the 
“Green  Book”  and  Treasury  Regulation  5000,  even 
though  adapted  for  costs  under  completed  contracts, 
are  inadequate  for  the  proper  figuring  of  costs  in 
connection  with  partially  completed  contracts  under 
termination. 

The  suggestion  has  been  made  by  others  that  the 
various  agencies  of  the  government  should  set  up  a 
division  of  audit  and  accounting  to  function  during 
the  war,  charged  with  the  development  and  promul¬ 
gation  of  accounting  principles  under  which  termina¬ 
tion  costs  will  be  determined,  with  the  definite  objective 
of  facilitating  postwar  settlements.  No  such  prin¬ 
ciples  or  procedures  should  be  developed  without  full 
cooperation  with  industry.  The  contractors  who  are 
the  other  party  to  all  government  contracts  certainly 
have  the  right  of  hearing  and  consideration  in  connec¬ 
tion  with  the  policies  and  the  basis  under  which  term¬ 
ination  costs  will  be  handled.  Until  these  accounting 
principles  are  formulated,  there  can  be  no  definite  and 
prompt  determination  of  claims  either  by  agreement 
or  by  any  proposed  formula. 

Other  Major  Problems 

Entirely  aside  from  the  accounting  problems  in 
connection  with  claims,  there  are  other  major  prob¬ 
lems  related  to  termination  which  prompt  the  sug¬ 
gestion  that  some  group,  or  a  federal  commission, 
study  the  policies,  procedure  and  legislation  that  may 
be  desirable  “to  effectuate  an  equitable  program  for 
the  prompt  determination  and  settlement  of  all  claims 
under  terminated  war  contracts.”  Such  a  group  should 
be  nonpolitical  in  character  and  have  qualified  repre¬ 
sentatives  of  the  highest  caliber  from  government  de¬ 
partments,  industry  and  the  public.  Some  subjects 
which  can  be  given  consideration  are: 

1.  Whether  the  objectives  can  best  be  accomplished 
by  a  standard  clause  in  contracts,  or  by  legislation 

Contracts  are  let  under  different  acts.  There  are 
many  different  types  of  contracts.  Some  contain  spe¬ 
cial  protective  clauses;  some  involve  one  contractor 
only;  others  involve  a  complicated  structure  of  sub¬ 
contracts  and  sub-subcontracts. 

In  very  few  cases  is  the  termination  clause  passed 
down  the  line,  and  vendors  have  difficulty  in  getting 
any  information  as  to  what  their  protection  is.  In  some 
cases  the  termination  clause  has  not  as  yet  been 
settled  between  the  prime  contractor  and  the  con¬ 
tracting  officer. 


2.  Whether  any  additional  legislation  is  required 
to  protect  informal  or  legally  defective  commitments 
made  by  the  government 

Many  war  projects  are  started  on  a  very  informal 
basis.  Business  enterprises  are  told  that  under  the 
war  emergency  it  is  their  patriotic  duty  to  assume 
risks  and  to  proceed,  and  thereby  avoid  causing  the 
delay  of  awaiting  formal  contracts.  Furthermore,  it 
is  exceedingly  difficult  to  have  knowledge  of  all  gov¬ 
ernmental  internal  rules  and  regulations  so  that  a 
contractor  can  assure  himself  that  the  contract  en¬ 
tered  into  is  a  legal  document. 

3.  Whether  a  single  fund  should  be  established  by 
the  government  for  the  payment  of  all  claims 

It  is  suggested  that  the  funds  covering  the  unpaid 
balance  of  canceled  contracts  be  transferred  into  a 
single  fund  out  of  which  all  claims  would  be  paid.  The 
possible  advantages  of  this  will  be  more  evident  under 
Item  5  below.  Item  5  relates  to  the  question  of  over¬ 
all  claims  which  may  involve  two  or  more  depart¬ 
ments  of  the  government.  When  such  a  claim  is  sub¬ 
mitted  for  immediate  payment,  the  only  question 
which  should  be  raised  is  whether  it  is  submitted  in 
proper  form  with  the  necessary  supporting  evidence. 

4.  Whether  a  single  agency  of  the  government  is 
desirable  for  the  handling  of  all  surplus  inventories  to 
which  the  government  obtains  title  under  termination 
claims  and  for  instructing  all  contractors  and  subcon¬ 
tractors  regarding  their  disposition 

An  exception  to  this  (under  prime  contracts  only) 
might  be  the  completed  articles,  spare  parts,  drawings, 
etc.,  which  are  the  only  items  in  which  the  original 
contracting  agency  of  the  government  would  have 
an  interest.  The  advantages  of  this  suggestion  will  be 
evident  under  Item  5  below. 

5.  Whether  there  can  be  overall  determination  of 
claims 

Present  procedure  contemplates  that  all  claims, 
both  those  of  any  prime  contractor  as  well  as  those 
of  any  vendors  down  the  line,  be  approved  by  the  con¬ 
tracting  officer  against  each  individual  prime  contract 
prior  to  any  payment.  The  suggestion  of  an  overall 
claim  as  an  alternative  proposes  immediate  payment 
of  a  single  claim  properly  certified,  filed  direct  with 
the  government  by  each  vendor  covering  all  of  his 
canceled  war  business,  irrespective  of  the  number  of 
contracting  agencies  or  departments  involved. 

The  problem  of  a  prime  contractor,  or  of  any  sub¬ 
contractor  where  his  entire  production  is  against  a 
single  contract,  in  settling  his  individual  claim  with  a 
contracting  officer  is  comparatively  simple.  But  when 
two  or  more  contracts  are  involved,  and  as  the  busi- 
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ness  begins  to  fan  out  down  the  line,  it  grows  more 
complicated  as  the  number  of  steps  between  the  prime 
contractor  and  the  vendor  increases. 

A  contractor  far  down  the  line  must  segregate  the 
cost  of  all  his  bulk  materials,  supplies,  special  tools,  jigs 
and  patterns,  overheads,  special  termination  expenses, 
storage,  etc.,  and  render  individual  claims  which  must 
be  passed  up  through  different  prime  contractors  for 
approval  by  different  contracting  officers.  Many  such 
vendors  fie  in  with  a  hundred  or  more  different  prime 
contracts.  Not  only  bulk  materials  and  supplies  on 
hand,  but  also  any  claims  rendered  under  canceled 
purchase  orders  for  such  materials  must  be  similarly 
segregated. 

There  is  also  the  problem  of  segregating,  earmarking 
and  storing  the  physical  inventories  involved  and  of 
disposing  of  the  segregated  lots  in  accordance  with  the 
instructions  of  many  different  contracting  officers. 
How  can  special  production  tools,  jigs  and  patterns 
which  may  be  involved  in  several  contracts  be  so  sub¬ 
divided  and  physically  accounted  for  under  each  con¬ 
tract?  Under  the  overall  basis,  instructions  regarding 
the  disposition  of  all  this  material  can  be  given  by  the 
single  agency  referred  to  in  Item  4  above;  the  gov¬ 
ernment  would  then  have  in  a  single  agency  a  com¬ 
plete  record  of  all  such  materials,  and  this  agency  can 
be  charged  with  the  responsibility  for  its  ultimate  dis¬ 
position. 

If  the  development  of  claims  under  individual  con¬ 
tracts  “by  formula”  is  practical,  as  is  contemplated  in 
the  standard  termination  clause,  the  filing  of  a  single 
overall  claim  “by  formula”  covering  several  individual 
contracts  and  even  different  departments  of  the  gov¬ 
ernment  is  equally  practical. 

Such  claims,  developed  under  proper  accounting 
principles  and  procedure  under  definite  regulations, 
should  be  certified  by  an  independent  firm  of  public 
accountants  and  accompanied  by  all  necessary  sup¬ 
porting  evidence. 

Heavy  penalties  should  attach  to  protect  the  gov¬ 
ernment  against  fraud,  misrepresentation,  etc.  The 
government  would  have  the  right  of  review  and  re¬ 
capture  in  the  event  of  incorrect  determination,  even 
where  there  was  no  deliberate  fraud  or  misrepre¬ 
sentation. 

There  is  no  reason  why  overall  claims,  either  of  a 
prime  contractor  or  of  vendors  down  the  line,  de¬ 
veloped  under  the  proposed  procedure,  should  be  ap¬ 
proved  by  any  of  the  contracting  officers  involved, 
or  pass  through  the  hands  of  any  prime  contractor. 
They  can  be  filed  direct  with  the  government  for  im¬ 
mediate  payment  as  suggested  under  Item  3  above 
and,  if  necessary,  the  government  can  be  protected 


by  some  form  of  surety  or  bond.  This  gives  immediate 
liquidity  for  financing  postwar  programs. 

Even  under  the  standard  termination  clause  pro¬ 
posed  by  the  government,  there  is  recognition  of  an 
overall  basis  of  settlement  in  the  case  of  two  or  more 
contracts  having  similar  termination  jjrovisions,  and 
it  is  assumed  where  the  same  contracting  agency  of 
the  government  is  involved.  There  is  no  reason  why 
this  cannot  be  extended  to  cover  all  contracting 
agencies  of  the  government.  The  government  has  al¬ 
ready  established  the  policy  of  going  over  the  head  of  a 
prime  contractor  and  making  settlements  on  an  over¬ 
all  basis  direct  with  vendors  down  the  line  under  re¬ 
negotiation,  even  where  two  or  more  departments  are 
concerned. 

Supporting  evidence  in  connection  with  any  overall 
claim  will  at  least  include  a  list  of  the  government  con¬ 
tracts  covered  by  the  claim,  the  individual  sales  orders 
or  contracts  of  the  claimant  included  in  the  claim,  the 
dollar  value  of  the  claimant’s  business  canceled  under 
each  sales  order  or  contract  and  the  tie-in  of  each  with 
some  prime  contract,  with  the  names  of  the  various 
buyers  up  to  the  prime  contractor.  This  same  informa¬ 
tion  will  be  required  in  filing  individual  claims  via  the 
prime  contractor  route  and  is  no  additional  burden. 

As  indicated,  the  overall  procedure  is  suggested 
merely  as  an  alternative  and  does  not  interfere  with 
the  settlement  of  claims  in  the  usual  manner  under 
the  prime  contract.  It  is  only  where  the  vendor  elects 
an  overall  basis  of  settlement  and  files  proper  releases 
with  the  buyers  involved,  and  if  necessary  with  the 
contracting  officers  involved,  that  the  alternative  over¬ 
all  procedure  would  be  followed.  The  other  type  of 
claim  filed  under  an  individual  prime  contract,  after 
approval  by  the  contracting  officer,  would  also  go  to 
the  same  payment  agency  referred  to  under  Item  3  for 
immediate  payment.  With  proper  protective  features 
there  is  no  possibility  of  duplication. 

6.  What  constitutes  war  business  subject  to  claims 
against  the  government  at  the  time  of  cessation  of  the 
war  in  the  event  of  cancellation? 

It  is  not  always  easy  to  establish  whether  an  order 
received  by  a  vendor  is  part  of  the  fanning  out  struc¬ 
ture  under  some  prime  contract.  In  many  cases  infor¬ 
mation  regarding  the  prime  contract  number,  etc.,  is 
not  passed  down  the  line  from  vendor  to  vendor  and 
is  difficult  to  obtain.  This  should  be  made  obligatory. 

It  is  also  not  clear  at  what  point  down  the  line  the 
fanning  out  process  should  cease. 

Under  renegotiation,  policies  are  being  established 
which  determine  what  constitutes  war  business  subject 
to  renegotiation.  Will  those  same  policies  apply  under 
termination? 
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Clarification  of  these  matters  will  avoid  confusion 
and  delay. 

7.  The  extent  to  which  local  arbitration  can  be 
used  in  the  settlement  of  disputes  under  termination 

The  principle  of  arbitration  has  already  been  intro¬ 
duced  into  many  war  contracts,  but  it  is  not  always 
clear  whether  the  arbitrators  settle  merely  questions 
of  fact  or  law,  or  both,  and  to  what  extent  the  deci¬ 
sions  reached  can  be  influenced  by  the  equities  of  the 
situation. 

Arbitration  may  be  unnecessary  under  large,  im¬ 
portant  war  contracts.  Under  these,  the  contractor 
may  prefer  to  rely  on  settlement  by  negotiation  with 
the  contracting  officer,  or  by  litigation  in  case  of  dis¬ 
agreement.  However,  this  is  surely  not  true  for  the 
millions  of  small  claims  down  the  line,  especially  in  the 
case  of  subsequent  review  and  audit  of  overall  claims 
previously  paid.  In  all  such  cases  the  magnitude  of  the 
task  suggests  that  prompt  and  equitable  settlement  of 
all  disputes  should  be  by  arbitration,  very  local  in 
character,  rather  than  concentrated  in  one  or  a  few 
places. 

A  primary  objection  to  all  termination  clauses  that 
I  have  seen  is  that  they  make  the  contracting  officer 
prosecutor,  judge  and  jury  in  respect  to  all  differences 
that  arise  under  the  contract.  He  must  determine  what 
is  “reasonable”  and  “proper,”  and  ratify  or  approve 
all  claims.  In  other  words,  one  party  to  an  agreement 
makes  all  final  decisions.  Even  though  each  contract¬ 
ing  officer  attempts  to  make  equitable  decisions,  he 
cannot  be  said  to  possess  one  of  the  most  essential 
attributes — disinterestedness.  The  courts  have  stated, 
“No  man  can  sit  as  a  judge  of  his  own  case.” 


The  decisions  of  the  contracting  officer  may  be  car¬ 
ried  higher,  by  an  appeal,  but  it  still  leaves  final  deci¬ 
sion  to  representatives  of  one  party  to  an  agreement. 
The  principle  of  arbitration  should  be  recognized  in¬ 
stead  of  this  one-party  arrangement. 

Any  local  arbitration  board  or  panel  should  be  com¬ 
posed  of  a  representative  of  the  claimant,  a  qualified 
representative  of  the  government,  and  a  representative 
of  the  public  interest.  To  be  binding,  a  unanimous  de¬ 
cision  should  be  required.  In  the  absence  of  a  unani¬ 
mous  decision,  recourse  will  have  to  be  taken  to  other 
methods  of  settlement. 

These  are  some  of  the  problems  which  deserve  con¬ 
sideration  if  the  objectives  already  stated  are  to  be 
accomplished.  There  has  already  been  some  considera¬ 
tion  in  Washington  for  what  is  termed  “income 
tax”  procedure  for  the  settlement  of  claims,  which  in 
principle  is  the  same  as  the  “overall”  basis  suggested. 
Both  contemplate  a  single  claim  developed  “by 
formula,”  and  this  is  the  only  means  by  which  there 
can  be  prompt  liquidation  of  all  frozen  assets,  pro¬ 
vided  immediate  payment  of  such  claims  is  made. 
Even  if  the  government  does  not  authorize  such  pro¬ 
cedure  and  recourse  must  be  had  to  settlement  “by 
agreement,”  there  should  be  a  single  overall  negotia¬ 
tion,  and  instructions  from  a  single  agency  regarding 
the  disposition  of  materials  in  all  cases  where  many 
contracts  and  different  departments  of  the  government 
are  involved. 

Industry  has  real  responsibilities  in  preparing  for 
termination,  but  it  cannot  set  its  house  in  order  until 
some  of  these  matters  are  clarified.  Speed  is  empha¬ 
sized  for  the  prosecution  of  the  war.  Speed  is  equally 
important  for  an  orderly  and  prompt  readjustment  to 
a  peacetime  economy. 


Discussion 


Theodore  Glaske  (Attorney  formerly  with  the 
American  Arbitration  Association)  :  As  to  the  sugges¬ 
tion  of  arbitration  that  Mr.  Collens  mentioned,  I 
don’t  know  whether  he  got  that  from  an  article  in 
The  American  Bar  Association  Journal,  but  I  am  fully 
convinced  after  a  little  experience  with  the  Associa¬ 
tion  that  perhaps  arbitration  would  be  wise  in  the 
smaller  type  of  claims  in  local  boards  or  decentralized 
type  of  practice;  but  whether  or  not  it  would  be  wise 
to  adopt  arbitration  clauses  for  higher  amounts  than 
a  certain  norm,  I  don’t  know. 

After  studying  the  problem  for  about  a  year  and  a 
half,  I  am  fully  convinced  that  it  would  be  unwise  to 
adopt  arbitration  for  larger  claims.  I  would  rather 
have  the  Court  of  Claims,  in  case  of  a  dispute,  pass 


on  the  question,  and  have  the  statute  or  legislation 
drawn  to  expedite  the  procedure  in  the  Court  of  Claims 
so  a  contractor  won’t  have  to  wait  three  and  four 
years,  as  he  does  now,  and  with  the  backlog  of  present 
claims  and  future  claims,  only  God  knows  when  he  is 
going  to  have  the  final  claim  settled. 

Mr.  Collens:  I  think  it  needs  no  answer.  The  rea¬ 
sonableness  of  that  suggestion  is  self-evident. 

Question:  In  regard  to  this  question  of  whether 
we  get  arbitration  or  go  to  the  Court  of  Claims,  I 
don’t  think  we  are  offered  any  opportunity  to  do 
either.  The  Under  Secretaries  have  decided  for  them¬ 
selves  that  they  are  going  to  be  the  court  of  last  re¬ 
sort,  and  I  am  wondering  whether  any  thought  has 
been  given  to  means  of  overcoming  that,  because,  until 
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we  do,  I  don’t  think  there  is  much  use  in  our  discussing 
academic  questions.  I  think  most  of  us  agree  that  we 
should  have  a  right  to  go  to  court,  but  every  one  of 
these  plans  for  termination  that  I  have  seen  provides 
that  the  decision  of  the  Secretary  shall  be  final.  lias 
any  plan  been  made  toward  overcoming  that? 

Mr.  Collens:  That  is  my  primary  objection  to 
most  of  these  termination  clauses,  that  one  party  to 
the  agrcernent  is  prosecutor,  judge  and  jury  in  connec¬ 
tion  with  all  matters  that  require  a  settlement.  He  is 
the  final  court,  although  appeal  can  be  made  higher 
in  the  department. 

I  think  there  should  be  a  possibility  of  both  parties, 
through  arbitration  or  some  other  method,  settling 
some  of  these  differences.  And  it  would  require  legisla¬ 
tion  or  regulations  or  directives  to  make  that  possible; 
it  would  also  require  quite  a  change  in  the  proposed 
standard  termination  clause.  Something  has  to  be 
started  some  time,  and  unless  it  is  started  and  enough 
people  get  in  back  of  it,  nothing  will  be  accomplished. 
I  think  we  should  do  everything  to  correct  this  one¬ 
sided  arrangement. 

Question:  I  understood  you  to  say  that  when  the 
war  is  over,  all  contracts  will  be  canceled  on  a  termina¬ 
tion  basis  and  not  on  a  cancellation  basis.  About  90% 
of  us  today  are  behind  on  our  contracts,  and  every 
contract  provides  that  if  we  are  behind  on  it  the  gov¬ 
ernment  may  cancel  and  not  terminate. 

Mr.  Collens:  There  is  a  provision  in  the  proposed 
standard  termination  clause  that  does  not  permit  the 
government  to  cancel  the  contract  because  of  default 
on  the  part  of  the  contractor.  The  government  cannot 
take  advantage  of  technical  defaults.  The  contract 
has  to  be  terminated  under  the  termination  clause 
under  such  conditions. 

Question:  That  might  apply  to  a  cost-plus-fixed 
fee,  but  not  to  a  regular  standard  contract.  Isn’t  that 
true? 

Mr.  Collens:  It  depends  on  what  termination 
clause  is  provided  under  the  contract. 

Question:  I  have  quite  a  few  standard  contracts 
which  provide  for  cancellation.  Would  they  be  af¬ 
fected? 

Mr.  Collens:  But  the  proposed  termination  clause 
does  not  give  the  government,  in  the  event  of  the 
termination  of  the  war,  the  right  to  use  that,  unless 
there  has  been  gross  or  wilful  default  under  the  terms 
of  the  contract.  Minor  violations  cannot  be  arbitrarily 
taken  advantage  of. 


Question:  While  the  problem  which  is  involved 
when  a  prime  contractor  is  the  party  dealing  with  the 
government  is  undoubtedly  extremely  complicated,  it 
seems  to  me  that  the  problem  of  the  subcontractor  is 
far  more  complicated,  because  the  prime  contractor, 
in  the  first  place  at  least,  has  an  agreement  with  the 
government  as  to  the  price  on  the  basis  of  which  he 
first  started  working,  and  therefore  he  has  a  base  point 
from  which  to  start  his  negotiations,  using  either  a 
formula  or  a  negotiated  termination. 

The  poor  subcontractor,  however,  ordinarily  has 
worked  out  his  deal  with  the  prime  contractor,  and 
his  price  may  be  any  one  of  many  variations,  and  there 
has  been  no  approval  on  the  part  of  the  government 
procurement  agencies  with  respect  to  that  price. 

I  would  be  interested,  Mr.  Collens,  if  you  have  any 
thoughts  as  to  how  even  an  approach  can  be  made  to 
the  direct  negotiation  between  the  government  and 
the  subcontractor  for  a  termination  with  that  prob¬ 
lem  facing  you. 

Mr.  Collens:  Any  solution  means  radical  revision 
of,  or  supplementing,  anything  that  has  been  done  so 
far  in  the  way  of  legislation,  standard  termination 
clauses  or  regulations.  The  termination  provisions  as 
ordinarily  drawn  up  provide  that  the  claims  of  the 
subcontractor  or  sub-subcontractor  will  be  recognized, 
provided  they  are  approved  by  the  contracting  officer. 

There  should  be  some  basis  by  which  a  single  over¬ 
all  claim  can  be  developed  and  determined  by  formula 
under  proper  accounting  principles  and  procedure  and 
practices,  certified  to,  and  then  taken  direct  to  the 
Treasury  Department  for  immediate  payment.  But 
that  would  require  new  legislation  or  an  entire  change 
in  contract  provisions  and  regulations. 

Question:  Would  not  that  also  require  the  ap¬ 
proval  of  the  prime  contractor? 

Mr.  Collens:  I  don’t  see  where  that  would  be  nec¬ 
essary,  because  you  would  file  an  overall  direct  claim, 
if  such  procedure  were  put  into  practice,  after  you 
have  given  a  release  to  the  prime  contractor;  and  if  he 
gets  that  release,  why  should  he  care  if  you  go  direct? 

Question:  That  would  entail  a  release  by  the  gov¬ 
ernment  of  the  prime  contractor? 

Mr.  Collens:  Probably,  but  the  government  pays 
only  the  claims  of  subcontractors  submitted  by  the 
prime  contractor  that  have  been  approved  by  the 
contracting  officer.  Where  the  subcontractor  files 
proper  releases,  the  contracting  officer  would  not  ap¬ 
prove  any  claim  which  might  be  submitted  on  behalf 
of  such  subcontractor. 
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DRAFTING  A  STANDARD  TERMINATION  CLAUSE 

By  Lincoln  Clark 

Secretary,  Procurement  Policy  Board,  War  Production  Board 


Broadly  speaking,  there  are  two  basic  ques¬ 
tions  involved  in  terminating  war  contracts.  The 
first  is:  when  shall  the  government  terminate  which 
contracts?  The  second  question  is:  how  and  on  what 
terms  shall  contracts  be  terminated?  While  my  dis¬ 
cussion  is  to  focus  on  the  second  question,  I  shall 
comment  briefly  on  the  first.  There  will  be  demands 
that  contracts  be  continued,  even  though  the  products 
are  not  needed,  to  provide  employment.  In  some  cases, 
perhaps,  partial  continuation  of  contracts  will  ease  the 
shift  to  peacetime  operation.  On  the  other  hand,  in 
many  cases  partial  continuation  of  war  contracts  will 
so  tie  up  plants  as  to  make  conversion  to  peacetime 
operations  practically  impossible.  Perhaps  selective 
termination  by  regions  or  communities,  or  by  indus¬ 
tries,  or  on  some  other  basis  in  relation  to  employment 
prospects,  will  prove  wise.  These  questions  and  many 
more  which  readily  come  to  mind,  all  centering  around 
the  question  of  what  kind  of  contracts  should  be 
terminated,  are  of  major  importance  to  the  task  of 
demobilization.  Except  in  one  way,  however,  they 
have  been  outside  the  scope  of  the  interdepartmental 
committee  that  has  been  working  on  the  termination 
question.  We  have  been  working  carefully  on  the  ques¬ 
tion  of  how,  and  on  what  terms,  contracts  should  be 
terminated,  so  that  our  answers  to  that  question  do 
not  circumscribe  the  policies  which  may  be  developed 
in  regard  to  the  first  issue. 

Pros  and  Cons  of  Common-law  Settlement 

Perhaps  there  may  be  a  doubt  whether  it  is  neces¬ 
sary  to  be  working  on  the  termination  question  at  all. 
After  all,  contracts  have  been  canceled  for  many  years, 
and  the  lawyers  tell  us  that  the  common-law  rules  are 
well  established.  Under  general  principles  of  common 
law  and  in  the  absence  of  a  special  contractual  pro¬ 
vision  on  termination  of  a  war  contract,  a  contractor 
could  recover  from  the  government  the  entire  con¬ 
tract  price,  less  the  amount  of  costs  saved  to  him  by 
not  being  required  to  complete  the  contract.  This 
principle  gives  the  contractor  not  only  all  the  costs 
which  he  has  actually  incurred,  but  also  all  the  profit 
that  he  would  have  earned  if  he  had  completed  the 
entire  contract.  Another  common  method  is  to  have 
the  contracting  parties  sit  down  and  negotiate  an 
agreement. 

In  the  face  of  the  fact  that  the  common-law  prin¬ 
ciple  is  much  more  liberal  in  respect  to  profits  than 


any  of  the  contractual  provisions  which  have  been 
seriously  considered,  developed  or  used,  most  con¬ 
tractors  have  expressed  themselves  as  preferring  some 
kind  of  arrangement  worked  out  in  advance.  This  pre¬ 
ference  springs  largely,  I  believe,  from  the  general 
desire  for  speedier  settlement  than  is  often  obtain¬ 
able  through  the  courts,  and  also  from  a  desire  for 
certainty  as  to  the  character  of  the  settlement  allow¬ 
ances,  rather  than  count  entirely  upon  negotiation 
that  will  take  place  at  the  time  of  termination. 

These  desires  in  industry  are  paralleled  in  govern¬ 
ment  circles  by  the  belief  that  taxpayers’  funds  should 
not  be  used  to  pay  a  contractor  the  full  profit  on  a 
long-term  contract  on  which  he  may  only  have  begun 
to  work.  You  will  recall  that  in  legislation  after  the 
end  of  World  War  I,  the  Congress  provided  that  re¬ 
covery  on  terminated  contracts  should  not  include 
any  allowance  for  anticipated  profit. 

In  view  of  these  eonsiderations,  the  several  procure¬ 
ment  agencies  began  very  early  in  the  defense  program 
to  use  special  contract  clauses  to  govern  termination. 
As  time  passed  and  more  experience  was  gained,  these 
contract  clauses  were  changed.  One  of  these  contract 
clauses,  perhaps  the  best  known  and  most  widely 
used,  is  the  War  Department  clause,  to  which  I  shall 
refer  later. 

Procurement  Policy  Board  Action 

In  June,  1942,  the  Procurement  Policy  Board  of  the 
War  Production  Board,  made  up  of  representatives  of 
the  War  and  Navy  Departments,  the  Maritime  Com¬ 
mission,  Procurement  Division  of  the  Treasury  De¬ 
partment,  and  the  WPB,  decided  that  the  time  was 
appropriate  to  prepare  a  uniform  arrangement  to  be 
used  by  all  the  agencies,  which  would,  so  far  as  pos¬ 
sible,  reflect  the  experience  gained  thus  far.  A  special 
subcommittee  was  set  up  with  representatives  from 
each  of  the  procurement  agencies.  The  first  act  of  the 
termination  committee  was  to  set  out  for  its  own 
guidance  the  objectives  of  the  uniform  arrangement 
for  the  termination  of  contracts. 

Objectives 

The  first  objective  is  to  facilitate  war  production 
now,  before  the  war  ends,  by  reducing  so  far  as  pos¬ 
sible  the  uncertainties  of  businessmen  with  respect 
to  the  treatment  that  they  will  receive  when  termina- 
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tion  comes,  so  that  they  can  concentrate  their  efforts 
on  the  job  of  war  production. 

Second,  to  seek  speed  and  simplicity  in  the  settle¬ 
ment  of  terminated  contracts,  in  order  to  facilitate  the 
return  to  a  high  level  of  peacetime  production  and 
employment  as  soon  as  possible. 

Third,  to  seek  to  be  as  fair  as  possible  to  the  con¬ 
tractor  and  to  the  government. 

It  will  be  readily  apparent  that  these  objectives 
conflict  with  each  other  to  some  extent.  Many  com¬ 
promises  have  therefore  been  necessary.  If  we  seek 
the  maximum  in  speed  of  settlement,  for  example, 
we  need  to  rely  on  a  good  many  approximations  which 
ordinarily  do  not  permit  the  maximum  in  fair  and 
equitable  treatment.  Conversely,  in  seeking  the  maxi¬ 
mum  in  fair  and  equitable  treatment,  we  run  the  risk 
of  so  detailed  and  complicated  a  settlement  formula 
that  a  very  long  time  would  be  necessary  to  work  it 
out. 

Drafting  of  Termination  Clauses 

I  shall  not  detail  the  many  meetings  held  by  the 
committee  with  these  objectives  in  mind,  the  long 
series  of  drafts  prepared  and  the  helpful  comments 
which  we  have  had  from  literally  hundreds  of  people 
from  business,  and  from  within  various  government 
departments. 

On  April  9  we  issued  a  draft  which  reflected  the 
work  done  up  to  that  time,  and  solicited  the  com¬ 
ments  of  a  number  of  business,  professional  and  labor 
organizations.  This  draft  was  a  termination  clause  for 
insertion  in  lump-sum  fixed-price  supply  contracts. 
On  the  committee’s  agenda  for  future  study  are  clauses 
which  would  be  appropriate  for  cost-plus-fixed-fee 
construction,  and  facility  contracts. 

We  are  now  in  the  midst  of  a  series  of  all-day  ses¬ 
sions  to  consider  carefully  the  comments  on  each 
paragraph.  As  a  result  of  this  procedure,  we  have  made 
a  considerable  number  of  changes.  Since  we  have  not 
completed  this  work,  I  shall  not  discuss  the  word¬ 
ing  of  the  draft  in  detail,  but  shall  concentrate  on  the 
two  or  three  most  debated  portions.  During  the  dis¬ 
cussion  period,  however,  I  shall  be  happy  to  talk  about 
any  particular  aspect  with  which  you  may  be  con¬ 
cerned. 

Procedures 

First,  however,  I  should  like  to  sketch  briefly  what  is 
covered  by  the  draft.  The  draft  provides  for  either 
complete  or  partial  termination  at  the  option  of  the 
government.  It  is  our  thought  that  there  may  be  a 
great  many  instances  in  which  for  a  variety  of  rea¬ 
sons  the  government  may  wish  to  terminate  a  part 
of  the  contract  but  not  all  of  it. 


The  draft  sets  forth  the  steps  to  be  taken  by  the 
contractor  upon  receipt  of  the  termination  notice. 
These  steps  include  the  discontinuance  of  subcon¬ 
tracting  and  production  as  promptly  as  possible,  but 
in  any  event,  within  fifteen  days;  the  taking  of  steps 
to  terminate  subcontracts;  the  use  of  care  to  protect 
the  property  involved;  and  the  like.  These  steps  are 
described  in  some  detail  in  order  to  inform  the  con¬ 
tractor  of  his  responsibilities  and  to  jirovide  for  be¬ 
ginning  settlement  as  quickly  as  possible. 

The  government  is  then  directed  to  make  payment 
for  all  completed  supplies  as  promptly  as  jiossible,  and, 
at  a  later  point  in  the  draft,  the  government  is  di¬ 
rected  to  make  partial  payments  as  rapidly  as  amounts 
due  are  determined.  The  draft  jirovides  that  the 
amount  due  the  contractor  may  be  settled  by  agree¬ 
ment.  Under  this  method,  which  it  is  hoped  will  be 
used  frequently,  the  contracting  officer  and  contractor 
sit  down  and  attempt  to  negotiate  out  of  a  contract 
somewhat  after  the  fashion  in  which  they  negotiated 
into  a  contract. 

If  agreement  is  not  reached  within  ninety  days  it  is 
provided  that  settlement  is  to  be  reached  by  formula. 
Many  of  the  controversies  naturally  center  around 
the  formula,  and  I  shall  deal  with  that  in  more  detail 
later.  For  the  moment,  let  me  say  merely  that  the 
formula  provides  for:  (1)  the  total  cost  actually  in¬ 
curred  by  the  contractor  for  the  entire  contract,  in¬ 
cluding  both  the  completed  and  the  uncompleted 
portion;  (2)  an  allowance  for  profit,  secured  by  apply¬ 
ing  a  predetermined  percentage  to  the  total  cost  in¬ 
curred;  and  (3)  all  expenses  of  settlement  and  dis¬ 
continuance,  which,  I  believe,  have  been  liberally 
interpreted. 

The  draft  then  goes  on  to  analyze  in  considerable 
detail  the  types  of  costs  which  are  to  be  reimbursed 
in  settlement.  Particular  emphasis  is  devoted  to  those 
general  costs  which  have  to  be  allocated  to  a  par¬ 
ticular  contract  although  they  do  not  relate  directly 
to  it. 

The  draft  then  specifies  the  deductions  which  the 
government  may  make  from  this  total,  and  goes  on 
to  a  subject  in  which  I  know  you  arc  particularly  in¬ 
terested — the  liabilities  to  subcontractors.  One  of  the 
principal  comjilaints  that  has  come  to  us  from  in¬ 
dustry  has  been  that  in  the  event  of  termination,  the 
subcontractor  would  be  inadequately  protected,  as 
compared  with  the  prime  contractor,  either  because 
of  the  type  of  termination  article  used  by  the  prime 
contractor,  or  because  of  the  risk  that  the  prime  con¬ 
tractor  would  be  insolvent  after  termination. 

To  meet  this  problem,  the  draft  provides  that 
payments  made  by  the  government  to  the  prime  con¬ 
tractor  shall  be  applied  first  to  payments  in  ac- 
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cordance  with  any  assignments,  and  next,  to  pay¬ 
ments  of  amounts  due  to  subcontractors.  As  a  further 
protection,  the  subcontractor,  with  certain  limitations, 
may  apply  to  the  government  for  settlement  and  pay¬ 
ment  of  his  claim.  I  shall  deal  more  fully  with  this 
issue  shortly. 

Finally,  there  is  an  article  which  provides  certain 
necessary  reservations  of  rights  in  the  handling  of  dis¬ 
putes.  It  provides  that  if  the  termination  takes  place 
as  part  of  general  termination  at  the  end  of  hostili¬ 
ties,  the  government  must  use  this  article  rather  than 
terminate  the  contract  for  default  where  contractors 
are  in  default.  The  draft  also  provides  that  the  con¬ 
tract  may  be  settled  in  connection  with  other  con¬ 
tracts  of  the  contractor.  I  shall  refer  to  that  point 
again. 

The  major  dispute  is  in  relation  to  the  bases  for 
settlement.  Broadly  speaking,  there  are  but  two  pos¬ 
sible  bases  for  settlement  of  terminated  contracts, 
short  of  the  common-law  basis  of  all  costs  incurred 
plus  all  anticipated  profit.  The  first  basis  is  to  pay  for 
all  costs  incurred  plus  a  predetermined  percentage  of 
these  costs  in  lieu  of  profit,  making  no  distinction  be¬ 
tween  the  completed  and  uncompleted  portions  of  the 
contract.  The  second  basis  is  to  pay  the  contract  price 
for  the  completed  portion  of  the  contract,  plus  the 
costs  incurred  with  respect  to  the  uncompleted  por¬ 
tion,  plus  an  allowance  for  profit  calculated  in  some 
way  to  correspond  to  the  percentage  of  completion  of 
the  uncompleted  portion  of  the  contract. 

War  Department  Formula 

The  second  basis  is  the  one  now  used  in  the 
standard  War  Department  termination  article.  In  ad¬ 
dition  to  paying  the  contract  price  for  the  completed 
items,  and  reimbursing  the  contractor  for  costs  for 
the  uncompleted  portion,  the  contracting  officer  is 
directed  to  estimate  the  profit  which  would  have  been 
realized  on  the  uncompleted  portion  of  the  contract 
if  it  had  been  completed.  Then  he  estimates  the  per¬ 
centage  of  completion  of  the  uncompleted  portion  of 
the  contract;  and  finally,  he  multiplies  these  two 
figures  together  to  secure  the  allowance  for  profit  on 
the  uncompleted  portion  of  the  contract. 

While  the  War  Department  type  of  formula  is  sat¬ 
isfactory  under  certain  circumstances,  it  presents  sev¬ 
eral  difficulties  when  measured  against  the  objectives 
set  forth  for  the  termination  article.  In  the  first  place, 
in  order  to  estimate  with  any  accuracy  what  the  profit 
would  have  been  if  the  contract  had  been  completed, 
an  estimate  must  be  made  of  what  the  total  costs 
applicable  to  the  uncompleted  contract  would  have 
been.  This  seems  to  call  both  for  detailed  cost  ac¬ 
counting  to  separate  out  the  costs  incurred  for  the 


uncompleted  portion  from  those  incurred  for  the  com¬ 
pleted  portion,  and  for  a  type  of  crystal  gazing  which 
could  easily  lead  to  long-drawn-out  disputes.  In  the 
second  place,  it  is  characteristic  of  a  great  many  war 
contracts  that  the  costs  are  very  much  higher  at  the  be¬ 
ginning  than  they  are  at  the  end.  This  results  not  only 
because  heavy  engineering  and  planning  costs  are  in¬ 
curred  before  and  as  production  begins,  but  also  be¬ 
cause  increased  familiarity  with  operations  speeds 
them  up  all  along  the  line.  Under  these  circumstances, 
payment  of  contract  price  for  completed  items  and 
cost,  plus  a  proportion  of  anticipated  profit,  could 
easily  result  in  a  concern’s  failing  by  a  wide  margin  to 
recover  the  costs  actually  incurred.  The  high  cost  dur¬ 
ing  the  early  portion  of  the  contract  could  easily  ex¬ 
ceed  the  contract  price  of  the  completed  portion  by 
so  wide  a  margin  as  to  more  than  offset  the  profit  al¬ 
lowance  on  the  uncompleted  portion. 

To  avoid  the  difficulties  of  application  of  the  War 
Department  type  of  clause,  it  is  necessary  to  risk  a 
certain  amount  of  theoretical  unfairness  to  the  parties. 
Thus,  if  the  contractor  is  paid  as  profit  an  agreed  flat 
percentage  of  cost,  the  government  may  complain  that 
this  arrangement  would  bail  out  contractors  who  might 
have  lost  money  if  performance  had  been  completed. 
On  the  other  hand,  while  percentage  of  cost  is  satis¬ 
factory  for  contractors  who  have  not  completed  a 
significant  portion  of  the  contract,  then  contractors 
can  justifiably  complain  if  most  of  the  contract  has 
been  completed  and  the  agreed  profit  percentage 
should  be  less  than  the  rate  of  profit  that  would  have 
been  earned  upon  completion  and  payment  at  the 
contract  price. 

Because  of  the  desire  for  speed  and  simplicity  in 
settlement,  and  to  make  sure  that  contractors  would 
at  least  recover  their  costs,  we  turned  to  this  basis 
in  the  draft.  The  basis,  to  repeat,  provides  for  reim¬ 
bursement  of  all  costs  actually  incurred,  both  for  the 
completed  and  uncompleted  portions  of  the  contract. 
To  this  is  added  a  profit  allowance  of  a  percentage  of 
these  costs  mutually  agreed  upon  at  the  time  the 
contract  is  executed.  This  method  requires  no  alloca¬ 
tion  of  costs  between  the  completed  and  uncompleted 
portions  of  the  contract,  and  gives  absolute  assurance 
that  the  contractor  will  be  made  whole. 

Objections  to  Formula 

A  number  of  objections  have  been  raised  against 
this  formula.  In  the  first  place,  it  is  pointed  out  that 
upon  termination  this  basis  turns  the  contract  into  a 
cost-plus-percentage-of-cost  contract.  This  is  entirely 
correct.  But  the  lawyers  on  the  committee  are  confident 
that  this  basis  is  not  barred  for  terminated  contracts 
by  statutory  provisions,  or  the  Second  War  Powers 
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Act,  which  severely  restricts  the  use  of  cost-plus- 
percentage-of-cost  contracts.  The  reason  for  the  re¬ 
striction  was  to  try  to  prevent  the  dissipation  of  funds 
and  material  and  labor  so  that  there  would  be  no  in¬ 
centive  to  increase  costs  as  a  device  for  eplarging 
profits.  If  the  contract  is  terminated,  of  course,  there 
is  no  way  for  those  costs  to  increase  suddenly  and  thus 
work  to  the  benefit  of  the  contractor. 

The  second  objection  advanced  against  the  re¬ 
quirement  is  that  an  estimated  rate  of  profit  is  agreed 
upon  in  advance.  The  force  of  this  question  is  some¬ 
what  weakened  by  the  fact  that  on  contracts  of  any 
great  importance  most  procurement  agencies  insist 
on  a  profit  estimate  as  part  of  the  negotiation  of  the 
contract. 

The  third  objection  is  more  technical,  turning  on  the 
fact  that  payments  for  completed  items  may  already 
have  been  the  basis  for  renegotiation  and  tax  pay¬ 
ments  on  the  assumption  that  a  higher  rate  of  profit 
had  accrued  than  would  be  allowed  by  the  termination 
formula.  That  is  a  valid  objection.  In  the  last  few  days 
we  have  amended  the  draft  to  provide  for  adjustments 
under  such  circumstances. 

After  studying  the  objections  carefully,  we  are 
inclined  to  believe  that  the  basis  of  “all  costs  plus  a 
percentage”  most  nearly  accords  with  the  stated  ob¬ 
jectives,  but  we  are  actively  working  on  a  plan  to  in¬ 
clude  both  formulae,  so  that  the  contractor  can  elect 
his  choice.  If  it  proves  possible  to  make  the  option 
available,  it  is  my  guess  that  those  contractors  to 
whom  speed  in  settlement  is  more  important  will  elect 
the  cost-plus-percentage-of-cost  basis  for  settlement, 
while  those  most  concerned  with  an  exact  determina¬ 
tion  of  profits  will  elect  the  formula  calling  for  alloca¬ 
tion  between  the  completed  and  uncompleted  por¬ 
tions  of  the  contract. 

Subcontracting 

I  should  now  like  to  move  on  to  subcontracting,  a 
very  difficult  and  interesting  part  of  the  termination 
problem.  The  first  problem  presented  to  us  very 
forcibly  by  industry  was  how  to  assure  that  the 
subcontractor  would  get  his  money  in  the  event  of 
termination.  Many  subcontractors  urged  that  the  gov¬ 
ernment  should  be  fully  and  directly  responsible  to 
subcontractors  in  the  event  of  termination  and  should 
.  take  over  the  whole  task  of  settlement  with  them. 

As  Mr.  Collens  pointed  out,  there  may  be  5,000,000 
contracts  outstanding  at  the  end  of  hostilities.  At  pres¬ 
ent  it  appears  that  the  services  of  the  prime  contractor 
are  essential  in  termination,  and  that  the  subcontractor 
should  look  in  the  first  instance  to  his  prime  contractor 
for  settlement.  We  have,  however,  worked  out  a  provi¬ 
sion  in  the  draft  whereby  funds  actually  paid  to  the 


prime  contractor  by  the  government  are  earmarked 
first  for  his  assignees  and  secondly  for  his  subcon¬ 
tractors.  We  have  also  provided  that  the  subcon¬ 
tractor  may  apply  to  the  contracting  officer  of  the 
government,  and  if  the  contracting  officer  so  elects, 
the  settlement  will  be  worked  out  by  him  after  a 
hearing  of  both  the  prime  contractor  and  the  sub¬ 
contractor. 

The  second  desire  of  many  subcontractors  has  been 
that  the  government  prescribe  the  type  of  termina¬ 
tion  agreement  to  be  used  between  prime  contractors 
and  subcontractors.  Theoretically,  this  could  be  done 
by  inserting  in  the  prime  contract  a  requirement  that 
a  specified  termination  article  be  included  in  the  prime 
contract,  specifying  that  the  subcontractors  there¬ 
under  in  turn  use  the  same  article  with  their  subcon¬ 
tractors  and  on  down  the  line.  Even  though  we  recog¬ 
nize  the  desirability  of  standardizing  the  bases  for 
terminating  subcontracts,  we  have  thus  far  shied  away 
from  this  solution. 

Another  proposal  has  been  to  try  to  work  out  a 
uniform  basis  for  temination  of  subcontracts  by  legis¬ 
lation.  That  may  come.  But  in  the  meantime  we  have 
contented  purselves  with  working  out  an  article  for 
use  in  subcontracts  which  parallels,  as  far  as  possible, 
the  article  being  worked  out  for  use  in  prime  con¬ 
tracts.  We  are  considering  publishing  this  in  the  same 
manner  with  the  thought  that  many  contractors  may 
wish  to  use  it  on  an  entirely  voluntary  basis.  Final 
conclusions  on  this  point,  however,  have  not  been 
reached. 

Problem  of  Multiple  Contracts 

Now  I  should  Like  to  touch  on  one  or  two  general 
points.  All  that  I  have  said  thus  far  deals  with  the 
termination  of  a  single  contract.  INIany  concerns  hold 
hundreds  or  thousands  of  government  contracts. 
Under  these  circumstances,  settlement  of  individual 
terminated  contracts  may  well  involve  complications 
and  delays  which  could  be  avoided  if  all  contracts 
were  settled  together. 

In  a  small  way,  this  problem  has  been  met  by  pro¬ 
viding  in  the  draft  that  the  amount  due  in  connection 
with  a  particular  contract  may  be  made  in  connection 
with  settlements  of  other  war  contracts.  This  provi¬ 
sion  permits  such  action  but  offers  no  guidance  as  to 
how  it  is  to  be  done.  The  problem  of  how  to  do  it  is 
complicated  by  the  fact  that  many  companies  are 
holding  contracts  with  many  different  ageneies  of  the 
government  and  on  those  government  agencies  there 
are  powerful  statutory  restrictions  with  regard  to  ap¬ 
propriations  and  the  like.  There  is.  of  course,  the 
precedent  of  having  overall  renegotiation,  and  from 
the  point  of  view  of  business,  all  the  procurement 
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agencies  together  are  the  government,  and  generally 
they  seem  to  prefer  to  settle  with  the  procurement 
agencies  collectively  rather  than  separately. 

An  attractive  suggestion  has  been  advanced  that, 
in  effect,  would  have  a  separate  contract  written  to 
govern  the  termination  of  all  other  contracts.  Thus, 
if  a  company  had  a  thousand  contracts  with  the  gov¬ 
ernment,  a  thousand  and  first  contract  would  be 
written  to  govern  termination  of  all  the  others.  I 
hope  that  progress  will  be  made  along  this  line,  in 
view  of  the  problem  of  firms  holding  contracts  with 
several  different  agencies  as  to  which  agency  will 
write  the  termination  contract  and  administer  it. 
Legislation  will  probably  be  necessary  to  permit  this 
procedure. 

Administrative  Procedures 

You  will  all  recognize  that  in  addition  to  settling 
the  principles  that  are  to  govern  termination,  there 
are  many  administrative  procedures  and  methods  to 
be  worked  out.  A  good  deal  of  preliminary  work  is 
being  done  in  this  area.  Some  of  the  procurement 
agencies,  particularly  the  Ordnance  Department,  are 
getting  a  good  deal  of  first-hand  termination  experi¬ 
ence  as  the  result  of  changes  in  emphasis  in  the  mili¬ 


tary  production  program.  It  is  to  be  noted,  of  course, 
that  termination  during  the  war  differs  a  good  deal 
from  termination  at  the  end  of  the  war.  The  funda¬ 
mental  difference  is  that  a  strenuous  effort  is  now 
being  ipade  to  replace  the  old  contract  with  new  war 
work,  and  that  settlement  of  the  old  contract  often 
can  be  reached  as  part  of  the  negotiation  of  the  new 
contract. 

One  proposal  that  I  hope  will  be  fully  explored  is 
what  we  call  the  “income  tax  in  reverse.”  By  that  I 
mean  the  contractor  would  fill  out  a  form  like  an  in¬ 
come  tax  blank  which  would  be  his  claim  for  settle¬ 
ment.  He  would  file  this  claim  under  oath,  with  suit¬ 
able  penalties  for  fraud.  The  government  would  pay 
off  at  once,  and  examination  or  refund  could  be  fol¬ 
lowed  at  leisure.  With  proper  safeguards,  and  with 
proper  and  carefully  worked  out  details,  I  am  inclined  to 
think  that  the  advantages  to  the  nation  of  the  prompt 
release  of  working  capital  into  business  hands  would 
far  outweigh  any  losses  which  might  result  from  the 
inability  of  the  government  to  recover  excessive  pay¬ 
ments  from  insolvent  firms.  I  should  emphasize  that 
no  official  consideration  has  yet  been  given  to  this 
proposal,  and  it  is  probably  true  again  that  legislation 
would  be  needed  to  make  it  possible. 


Discussion 


Question:  The  uniformity  of  thought  of  our  four 
speakers  smacks  somewhat  of  collusion.  However,  it 
is  encouraging  that  they  do  agree  so  well,  because  it 
looks  as  though  when  the  end  of  the  war  comes  it 
isn’t  going  to  be  too  bad  on  canceled  contracts.  How¬ 
ever,  one  point  which  I  think  is  worth  considering 
hasn’t  been  touched.  The  war  isn’t  won  yet,  but  things 
are  looking  a  bit  encouraging,  and  I  believe  that  as 
time  goes  on  we  are  going  to  have  cancellations,  a 
few  at  first,  gathering  in  momentum,  and  cancellations 
due  to  the  fact  that  those  who  are  planning  a  war 
find  they  don’t  need  so  much  of  this  and  that. 

Those  contracts  have  probably  been  entered  into 
as  a  result  of  considerable  pressure  on  the  part  of  con¬ 
tracting  officers  regarding  deliveries.  Some  of  us  have 
agreed  to  contracts  calling  for  deliveries  which  we 
really  think  we  shouldn’t  have  done,  but  in  a  burst 
of  patriotism  and  under  the  pressure  of  the  contract¬ 
ing  officer  we  have  signed  the  contracts.  Consequently, 
all  of  us  probably  have  one  or  more  contracts  which 
can  fall  into  the  default  category. 

These  contracts  which  are  going  to  be  canceled  be¬ 
tween  now  and  the  end  of  the  war  are  due  in  part  to 
the  fact  that  the  end  of  the  war  is  approaching,  yet 
they  are  not  covered  by  the  termination  clause  such 


as  is  anticipated  here  and  such  as  is  written  into  the 
contracts  now. 

Under  the  default  clause  we  have  to  go  to  the  con¬ 
tracting  officer  and,  if  he  is  hard  to  deal  with  in 
negotiating  a  contract,  he  is  twice  as  hard  in  canceling 
a  contract.  I  have  experience  to  attest  that.  You  are 
entirely  at  his  mercy,  and  he  is  apt  to  try  and  beat  you 
down  to  show  up  his  own  record  to  better  advantage. 
Rather  than  let  the  contract  cancellation  go  into  a 
stage  of  bickering,  you  are  apt  to  cancel  at  a  sacrifice 
to  -yourself,  merely  to  get  out.  It  is  nice  to  be  out  of  it, 
but  I  don’t  think  that  it  is  fair  that  we  should  have 
to  do  that — have  to  sacrifice  something  just  to  suit  the 
whim  of  a  contracting  officer. 

As  I  said  before,  the  future  looks  pretty  good.  If 
the  WPB  clause  goes  through  modified  by  the  thoughts 
which  have  been  expressed  here  this  afternoon,  that  is 
all  right.  But  between  now  and  the  end  of  the  war  is 
what  I  am  worried  about  in  my  own  company,  and  I 
am  wondering  if  Dr.  Clark  can  tell  us  if  there  is  any 
move  on  foot  to  correct  this  default  situation  as  long 
as  it  is  not  too  bad,  not  wilful  at  any  rate,  so  that  we 
will  have  some  way  out  between  now  and  the  end 
of  the  war.'* 

Dr.  Clark:  Just  as  soon  as  a  uniform  termination 
article  is  adopted  you  would  be  protected.  We  hope 
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this  will  be  soon.  I  should  note,  however,  that  the 
present  War  Department  termination  clause  affords 
you  the  protection  you  are  concerned  about. 

Question:  Do  I  understand  from  that  that  the 
standard  termination  clause  would  be  retroactive,  that 
is,  would  apply  to  contracts  that  were  written  and 
issued  without  its  inclusion? 

Dr.  Clark:  At  present  the  plans  are  that  the  clause 
shall  be  for  voluntary  adoption.  It  could  be  incor¬ 
porated  by  amendment  in  outstanding  contracts  by 
mutual  agreement.  I  should  say  that  some  considera¬ 
tion  is  being  given  to  making  it  mandatory  in  large 
contracts,  say  over  half  a  million  dollars,  or  a  million 
dollars,  or  some  arbitrary  figure,  after  a  period  of  time 
in  working  out  some  more  bugs — I  don’t  know  how 
many  drafts  we  have  had,  but  I  know  that  even  after 
the  next  draft  it  won’t  be  perfect.  That  clause  would 
apply  possibly  to  new  contracts  in  the  first  instance, 
and  then  it  might  be  extended  to  outstanding  con¬ 
tracts.  No  final  decision  has  been  made  on  that  ques¬ 
tion.  Of  course,  we  are  now  talking  about  the  prime 
contract  clause. 

Question:  Do  you  not  feel  that  after  all  these  dis¬ 
cussions  it  becomes  increasingly  apparent  that  legisla¬ 
tion  will  ultimately  be  necessary? 

Dr.  Clark:  Well,  there  are  a  number  of  alternative 
ways  of  handling  this  termination.  One  is  by  contract 
clauses.  The  second  is  by  Mr.  Nelson’s  using  the  au¬ 
thority  vested  in  him  as  Chairman  of  the  War  Pro¬ 
duction  Board  by  directive  to  the  procurement  agen¬ 
cies.  The  third  is  by  regulations  issued  by  the 
procurement  agencies.  The  fourth  is  by  new  legislation. 

All  the  alternatives  have  advantages  and  disadvan¬ 
tages.  Thinking  more  or  less  out  loud,  if  you  have  the 
contract  clause  you  satisfy  the  lawyers  more  than 
under  any  of  the  other  ways.  We  find  that  the  com¬ 
ments  come  from  the  lawyers  of  your  companies.  If 
we  did  have  some  laymen  rewrite  the  clause  so  that 
it  was  understandable,  I  don’t  know  whether  you 
would  read  it,  or  whether  you  would  still  turn  it  over 
to  your  lawyers  as  a  legal  question.  The  lawyers 
seem  to  insist  that  it  be  a  contract  clause. 

The  advantage  of  legislation,  provided  it  is  sensible 
legislation,  is  that  it  would  be  binding  on  prime  con¬ 
tracts  and  subcontracts. 

The  Regulations  have  a  number  of  advantages  from 
the  point  of  view  of  administration.  You  can  revise 
them  on  the  basis  of  experience.  But  that  is  exactly 
what  the  lawyers  don’t  want.  They  want  their  rights 
spelled  out  in  the  contract,  because  they  feel  there  is 
a  certain  sanctity  of  contracts,  and  they  don’t  want 
any  changes  made. 

I  would  agree  with  you  that  undoubtedly  some  of  the 


broader  questions  are  going  to  have  to  be  handled  by 
new  legislation.  What  parts,  I  can’t  prophesy. 

Question:  I  would  like  to  ask  about  one  point, 
and  that  is  in  connection  with  the  cancellation  of  a 
contract.  You  are  notified  that  after  the  completion 
of  a  certain  number  of  units  your  contract  will  be 
canceled.  You  complete  those  units,  and  then  are 
later  requested  to  make  an  additional  quantity.  In 
the  meantime,  you  have  let  your  help  go,  you  have 
reorganized  your  production  schedule,  and  you  have 
notified  your  .subcontractors  to  discontinue  the  manu¬ 
facture  of  the  parts  that  you  require.  Upon  being 
notified  that  you  should  continue  production  you  go 
back  to  your  subcontractors  and  they  claim  that  they 
are  unable  now  to  supply  you  with  the  parts  that  you 
need  to  manufacture  the  product.  After  considerable 
discussion  with  them,  you  find  out  that  they  can  at 
some  future  date  furnish  the  parts  to  you  at  an  in¬ 
creased  cost  over  what  you  originally  paid.  How  can 
the  manufacturer  be  compensated  for  that  increase? 
We  have  been  notified  that  the  additional  cost  would 
be  covered,  but  that  is  just  verbal;  it  isn’t  written.  Just 
what  protection  has  the  manufacturer  in  a  case  of 
that  kind? 

Dr.  Clark:  What  happens  if  the  subcontractor  or 
the  prime  contractor — it  wouldn’t  matter — has  his 
contract  terminated  and  then  subsequently  he  is  told 
to  start  up  again?  If  the  contract  is  definitely  termi¬ 
nated  a  later  contract  would  require  new  negotiation. 

Question:  Dr.  Clark,  don’t  you  think  that  the  sub¬ 
contractor  should  be  lifted  out  of  the  position  of  being 
in  the  junior  position,  so  that  he  could  go  directly  and 
get  relief,  which  possibly  he  may  need  badly  because 
he  is  unable  to  wait  until  the  prime  contractor  has 
settled  the  claim?  He  might  have  rather  a  small  claim, 
whereas  the  prime  contractor  may  be  in  very  serious 
complications.  Shouldn’t  there  be  some  method  set  up 
so  that  the  subcontractor  could  go  right  to  the  con¬ 
tracting  officer  and  seek  some  prompt  relief  for  his 
part  in  the  program? 

Dr.  Clark:  He  can  do  that  under  the  clause. 

Question:  I  would  like  to  a.sk  what  power  or  au¬ 
thority  the  WPB  has  to  compel  the  adoption  of  this 
new  termination  clause  by  the  various  contracting 
officers.  I  find  that  in  the  contracts  we  are  now  com¬ 
ing  to,  the  various  procurement  agencies  are  using 
forms  of  contract  which  are  not  the  same.  They  have 
different  provisions.  So  my  question  is:  How  can 
WPB  compel  the  adoption  of  this  new  clause  by  the 
contracting  officer? 

Dr.  Clark:  That  is  a  problem,  of  cour.se.  However, 
the  termination  article  is  being  prepared  by  directive 
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of  the  Procurement  Board,  which  is  made  up  of  repre¬ 
sentatives  of  the  various  agencies.  Mr.  Folsom,  As¬ 
sistant  Chief  of  Procurement  of  the  Navy,  is  the 
Chairman.  Colonel  Browning,  in  charge  of  purchases 
for  the  Army,  is  a  member.  And  Mr.  Mack,  Director 
of  the  Treasury  Procurement  Division,  is  on  that 
board. 

If  the  Procurement  Policy  Board  adopts  the  article, 
it  will  be  up  to  the  members  to  secure  its  adoption  in 
the  several  procurement  agencies. 

Question;  Is  any  provision  being  set  up  to  make 
this  interim  payment,  or  a  payment  of  let’s  say 
under  100%,  requiring  25%  back  if  they  find  the 
contract  has  been  overpaid,  but  some  prompt  payment 
to  the  extent  of  let’s  say  75%  of  a  claim  filed,  so  that 
industry  has  some  funds  to  work  with? 

There  are  cases  where  we  will  have  an  order  from  a 
prime  contractor.  That  order  may  have  no  cancella¬ 
tion  condition  attached  to  it.  It  is  just  a  normal  order. 
Our  relation  in  that  case  is  just  that  of,  let’s  say,  a 
prime  contractor  and  me  as  a  material  man,  and  we 
have  a  definite  contract.  But  even  in  those  cases,  if 
their  prime  contract  is  canceled,  we  are  being  forced 
now  to  wait  until  some  contracting  officer  of  the  gov¬ 
ernment  makes  an  adjustment  with  them,  and  some 
of  these  cases  are  dragging  out — one  case  I  know  will 
probably  drag  out  for  a  year  before  the  prime  con¬ 
tractor  will  have  any  money,  and  he  says  he  will  not 


pay  us  until  the  contracting  officer  has  made  some  ad¬ 
justment  with  him. 

The  other  case  is  that  of  a  prime  contractor  who 
puts  on  the  back  of  his  order  form  the  condition  which 
ties  us  directly  into  any  adjustment  which  might  be 
made  by  a  contracting  officer.  Therefore,  our  direct 
dealings,  as  far  as  responsibility  between  this  prime 
contractor,  our  customer  and  ourselves,  are  concerned, 
are  more  or  less  brushed  aside,  and  if  we  accept  that 
condition,  they  say,  “All  right,  you  will  have  to  wait 
until  some  adjustment  is  made  by  the  prime  contrac¬ 
tor.”  All  of  us  can  sit  out  on  the  end  of  a  limb  for  a 
year  or  two  years  before  we  get  any  money. 

What  is  being  done  by  the  War  Production  Board 
and  what  is  being  done  by  industry  to  try  to  force  the 
government  to  make  this  interim  or  partial  payment, 
to  the  extent  of,  say  75%,  promptly?  That  is  what  we 
would  like  to  have,  just  as  soon  as  it  can  be  done. 

Dr.  Clark:  I  will  answer  that  by  going  back  to  one 
little  remark.  All  your  questions  assume  that  there 
will  have  to  be  a  dispute,  that  you  are  not  going  to  be 
able  to  negotiate  a  settlement.  Maybe  most  of  them 
won’t  be  negotiated.  If  they  are  negotiated,  then 
prime  contractors  will  get  their  money  immediately. 
Even  if  a  negotiated  settlement  is  not  reached,  the 
government  pays  the  contract  price  of  all  the  de¬ 
livered  items  right  on  the  spot,  and  is  to  pay  off  other 
items  just  as  fast  as  the  contracting  officer  and  the 
contractor  agree  on  what  is  due. 


DETERMINATION  OF  COSTS 

By  Dundas  Peacock 

Controller,  The  Elliott  Company 


PROBABLY  MANY  of  you  are  familiar  with  the 
settlement  provisions  of  the  cancellation  clauses 
heretofore  inserted  in  war  contracts.  In  most  in¬ 
stances,  the  clauses  are  very  sketchy,  and  they  are 
vague  with  respect  to  determination  of  cost.  For  in¬ 
stance,  the  clause  used  by  the  Bureau  of  Ships  states 
that  the  contractor  will  be  entitled  to  payment  for  “the 
cost  of  all  work  done.”  The  clause  of  the  Bureau  of 
Supplies  and  Accounts  stipulates  that,  “In  the  event 
of  inability  between  the  government  and  the  con¬ 
tractor  to  agree  as  to  percentage  of  completion  [a  sum 
shall  be  paid  equal  to]  the  cost  of  work  performed 
under  this  contract  ...  to  be  determined  in  accord¬ 
ance  with  the  Explanation  of  Principles  for  Determi¬ 
nation  of  Costs  under  Government  Contract.” 


The  clause  issued  by  Defense  Plant  Corporation  is 
the  most  comprehensive  of  those  issued  so  far.  It  stipu¬ 
lates  that  Defense  Plant  Corporation  will  pay  for  “all 
items  not  within  thirty  calendar  days  of  completion 
.  .  .  on  the  basis  of  the  actual  cost  of  labor,  materials, 
and  supplies  applied  to  the  production  of  such  items 
and  proper  overhead  expenses  determined  in  accord¬ 
ance  with  good  accounting  practice  as  determined  by 
the  Auditing  Division  of  Defense  Plant  Corpora¬ 
tion.  .  .  .”  Only  in  the  clause  issued  by  Defense  Plant 
Corporation  was  the  inclusion  of  overhead  in  the  com¬ 
putation  of  the  cancellation  charge  referred  to  speci¬ 
fically,  and  then  only  as  “proper  overhead  expenses 
determined  in  accordance  with  good  accounting  prac¬ 
tice.  .  .  .”  The  stipulation  of  the  Bureau  of  Supplies 
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and  Accounts  that  the  cost  of  the  work  performed  is 
to  be  determined  in  accordance  with  the  Explanation 
of  Principles  for  Determination  of  Costs  under  Govern¬ 
ment  contracts  infers  that  overhead  shall  be  included 
in  determination  of  costs.  Those  clauses  are  contained 
in  a  large  percentage  of  the  contracts  still  in  process. 

Provisions  of  Recent  C.4ncellation  Clauses 

Realizing  the  inadequacy  of  the  cancellation  clauses 
contained  in  war  contracts  until  recently,  the  govern¬ 
ment  departments  have  in  recent  months  adopted 
more  comprehensive  termination  clauses  which  still, 
however,  leave  room  for  lots  of  improvement.  I  would 
have  liked  to  discuss  the  standard  termination  clause 
that  WPB  has  been  working  on,  but  unfortunately, 
until  now,  and  possibly  still,  restrictions  have  been 
placed  on  any  public  discussion  of  it. 

Need  for  a  Standard  Termination  Clause 

If  the  war  ended  today  and  the  majority  of  war 
contracts  were  thereupon  canceled,  great  confusion 
would  exist  because  of  the  conglomeration  of  cancella¬ 
tion  clauses  now  contained  in  war  contracts.  In  many 
instances  the  cancellation  clause  contained  in  the 
prime  contract  has  not  been  passed  down  the  line  to 
subcontractors  and  sub-subcontractors.  Frequently  the 
cancellation  clause  in  the  prime  contract  had  not  been 
completed  when  the  subcontracts  are  made;  in  fact, 
the  prime  contractor  may  be  operating  under  a  letter 
of  intent  until  the  contract  is  substantially  completed. 

It  is  not  generally  realized  that  a  subcontractor 
could,  in  the  absence  of  a  suitable  cancellation  clause 
in  the  subcontract,  obtain  judgment  from  a  court  of 
competent  jurisdiction  against  the  prime  contractor 
by  reason  of  his  liability  for  the  termination  of  the 
subcontract,  in  an  amount  exceeding  that  which  the 
contracting  officer  will  approve  for  reimbursement. 

Obviously,  the  settlements  for  cancellation  of  war 
contracts  could  be  much  more  expeditiously  and  equit¬ 
ably  made  if  a  standard  termination  clause  were  de¬ 
vised  that  would  be  applicable  to  all  existing  and 
future  war  contracts  and  subcontracts  of  all  degrees, 
and  could  be  retroactively  applied  to  all  war  produc¬ 
tion  contracts  in  existence  at  the  date  of  its  adoption. 

Elements  of  Cancellation  Clause 

I  am  of  the  opinion  that  a  fair  and  equitable  can¬ 
cellation  clause  should  contain  the  following  elements: 

(a)  Termination,  in  whole  or  in  part,  of  any  contract 
at  the  convenience  of  the  government  should  be 
permissible,  but  only  under  two  specified  condi¬ 
tions,  namely: 

(1)  Simultaneous  termination  of  all  or  substan¬ 


tially  all  contracts  covering  each  group  or 
class  of  similar,  or  closely  related,  products 
(2)  A  general  termination  of  war  contracts  fol¬ 
lowing  the  cessation  of  the  present  hostilities 

(b)  Termination  should  be  by  written  notice  from  the 
purchaser  to  take  effect  as  soon  as  practicable 
after  receipt  of  the  notice.  sufficient  length  of 
time  should  be  allowed  for  orderly  di.scontinuance 
of  the  work. 

(c)  The  purcha.ser  should  he  obligated  to  pay  the  unit 
contract  price  for  all  completed  units  ready  for 
shii)ment,  in  transit,  or  already  delivered  to  the 
purchaser.  For  items  not  completed,  the  purchaser 
should  pay  a  cancellation  charge  equal  to  all  the 
costs  incurred  by  the  seller  applicable  thereto,  plus 
an  allowance  for  profit  calculated  at  a  reasonable 
percentage  of  these  costs.  The  seller,  however, 
should  be  entitled  to  elect  to  have  the  cancella¬ 
tion  charge  based  on  the  total  costs  incurred  on 
the  canceled  contract,  including  the  cost  of  com¬ 
pleted  units,  when,  because  the  contract  is  canceled 
before  many  units  have  been  completed,  the  unit 
contract  price  would  not  be  equitable  settlement 
for  the  completed  units. 

(d)  Provision  should  be  made  for  mandatory  payment 
of  a  reasonable  percentage  of  the  claim  within  a 
period  of  thirty  days  after  the  claim  is  filed,  or, 
where  the  amount  of  a  claim  is  disputed,  the  ad¬ 
mitted  portion  thereof. 

The  proposed  termination  clause  says,  “As  soon  as 
possible.”  It  is  anybody’s  guess  as  to  what  is  “as  soon 
as  possible.” 

(e)  Where,  in  order  to  produce  war  products  which 
differed  from  the  contractor’s  usual  peacetime  pro¬ 
duction,  it  was  necessary  to  change  the  plant 
arrangement,  provision  should  be  made  for  reim¬ 
bursing  the  contractor  for  the  cost  of  restoring  the 
plant  to  its  original  form  for  peace  production, 
unless  the  income  tax  laws  are  amended  to  permit 
the  deduction  of  reserves  created  for  this  purpo.se 
out  of  war  profits  and  such  reserves  are  excludable 
from  income  subject  to  renegotiation. 

(f)  The  contractor  should  be  entitled  to  store,  at  gov¬ 
ernment  risk  and  expense,  the  inventories  acquired 
incident  to  the  contract,  if  disposal  instructions 
have  not  been  received  within  thirty  days  after 
the  filing  of  an  inventorj-  by  the  seller. 

(g)  With  the  prior  approval  of  the  purchaser,  the  con¬ 
tractor  should  be  reimbursed  for  expenditures  made 
and  costs  incurred  after  the  effective  date  of  the 
termination  notice,  in  mitigating  lo.ss  resulting 
therefrom. 

(h)  There  should  be  provisions  to  protect  the  govern¬ 
ment  from  fraud. 

(i)  In  the  event  of  dispute  between  contractor  and 
purchaser  in  the  api)lication  of  any  of  the.se  prin¬ 
ciples,  there  should  be  provision  for  the  settlement 
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of  such  dispute  through  impartial,  disinterested 
and  competent  arbitrators  in  the  selection  of  whom 
both  parties  have  an  equal  voice. 

Definition  of  “Cost” 

Generally  speaking,  in  computing  the  cancellation 
charge  there  should  be  no  doubt  as  to  the  propriety  of 
including  such  items  as  materials,  labor,  direct  en¬ 
gineering  costs,  etc.,  which  are  directly  related  to  the 
contract  and  are  generally  recorded  on  the  books  of 
the  company  as  representing  the  inventory  value  of 
the  work  in  process.  Since  in  the  past,  however,  it  has 
been  the  practice  of  government  agencies  to  contend 
that,  unless  indirect  engineering  and  administrative 
expenses  (which  ordinarily  are  not  recorded  as  com¬ 
ponents  of  the  cost  of  the  contract)  can  be  specifically 
related  to  the  contract,  it  is  not  permissible  to  include 
any  amounts  therefor  in  the  computation  of  the  can¬ 
cellation  charge.  Since  the  indirect  engineering  ex¬ 
penses  and  administrative  expenses  of  most  companies 
in  the  capital  goods  industry  constitute  a  large  por¬ 
tion  of  their  total  cost,  it  is  important  that  the  inclusion 
of  such  items  on  some  equitable  basis  in  the  cancella¬ 
tion  charge  be  permitted. 

What  constitutes  an  equitable  basis  for  inclusion  of 
overheads  in  the  cancellation  charge?  Treasury  De¬ 
cision  5000  and  the  “Green  Book”  explain  what  items 
the  government  considers  may  be  included  in  expenses 
in  computing  the  cost  of  government  contracts.  Recog¬ 
nized  methods  of  apportioning  indirect  overheads  to 
such  contracts  are  also  outlined.  These  rules,  however, 
were  written  for  determination  of  cost  of  completed 
contracts  when  the  sequence  of  incurrence  of  costs 
and  of  expenses  is  of  no  consequence.  In  calculating 
the  cost  of  a  completed  contract,  it  is  not  significant 
whether  the  indirect  engineering  expenses  were  in¬ 
curred  before  manufacturing  expenses,  or  vice  versa, 
so  long  as  proper  application  is  made  of  all  overheads. 
That  is  not  true  when  calculating  costs  of  terminated 
uncompleted  contracts;  the  allocation  methods  used 
in  determining  costs  of  completed  contracts  might  re¬ 
sult  in  a  completely  erroneous  picture  when  applied 
to  the  accumulated  direct  costs  of  an  uncompleted 
contract.  Therefore,  in  order  to  determine  the  true 
cost  applicable  to  a  terminated  uncompleted  contract, 
practices  evolved  for  determination  of  cost  of  com¬ 
pleted  contracts  should  not  necessarily  be  considered 
as  the  “accepted  accounting  principles.”  Instead,  equit¬ 
able  practices  must  be  evolved  which  will  result  in  the 
determination  of  the  true  cost  of  the  uncompleted 
contract;  for,  after  all,  that  is  what  constitutes  “ac¬ 
cepted  accounting  principles.”  Let  me  illustrate: 

In  the  machinery  manufacturing  industry,  total  cost 
of  a  contract  includes  the  following: 


Direct  Costs  .  .  .  Product  engineering  (design 
and  drawings) 

Patterns,  tools,  jigs  and  fix¬ 
tures 
Material 
Labor 

Indirect  Costs  .  .  .  Product  engineering  and 

manufacturing  overhead 
Indirect  engineering 
Administrative  expenses 

There  should  be  no  problem  with  respect  to  determina¬ 
tion  of  product  engineering  and  manufacturing  over¬ 
heads  applicable  to  a  terminated  contract,  since  those 
expenses  are  normally  incurred  coincident  with  pro¬ 
duction  itself  and,  generally  speaking,  if  there  has 
been  no  production  then  it  should  not  be  proper  to 
contend  that  any  substantial  portion  of  those  expenses 
should  be  recovered  in  the  cancellation  charge.  There 
could,  of  course,  be  serious  exceptions  to  that  state¬ 
ment. 

The  Problem  of  Indirect  Costs 

What  about  indirect  engineering  and  administrative 
expenses?  In  computing  costs  of  a  completed  contract, 
those  expenses  are  generally  applied  as  percentages  of 
factory  cost  of  production,  or  on  some  other  similar 
basis.  Obviously,  then,  if  there  has  been  little  or  no 
actual  factory  production  on  a  contract  at  the  time 
it  is  terminated,  then  the  use  of  what  might  be  called 
“generally  accepted  methods”  of  applying  such  in¬ 
direct  overheads  to  the  accumulated  direct  costs  to 
determine  the  cancellation  charge  would  result  in  vir¬ 
tually  no  recovery  for  such  indirect  expenses.  The 
significance  of  that  statement  will  be  appreciated  when 
you  consider  the  normal  sequence  of  incurrence  of 
expenditures  in  the  machinery  manufacturing  in¬ 
dustry,  as  follows: 

1.  Field  engineering,  i.e.,  determination  of  needs  of 
customer,  capacity  and  characteristics  of  equip¬ 
ment 

2.  Application  engineering,  i.e.,  determination  of 
size,  type,  and  design  of  equipment  necessary  to 
comply  with  needs  of  customer 

3.  Designing  of  equipment  or  modification  of  exist¬ 
ing  designs 

4.  Preparation  of  drawings  and  bills  of  material 

5.  Ordering  and  procurement  of  materials 

6.  Manufacture  of  patterns,  jigs,  and  fixtures 

7.  Scheduling  of  shop  production 

8.  Expediting  of  materials 

9.  Shop  production 

10.  Shipment 
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Field  engineering  and  application  engineering,  which 
I  have  called  indirect  engineering,  are  significant  items 
of  cost  to  the  manufacturer  of  machinery.  In  these 
days  when  persuasion  to  buy  has  no  place  in  the  con¬ 
duct  of  the  business  of  the  machinery  manufacturer, 
his  field  engineers  are  engaged  in  advising  the  cus¬ 
tomer  as  to  the  capacity  and  characteristics  of  the 
equipment  that  the  customer  needs,  and  in  assisting 
in  expediting,  etc.  The  application  engineers  are  the 
specialists  on  particular  types  of  equipment;  they  de¬ 
termine  the  size,  type,  and  design  of  equipment  neces¬ 
sary  to  comply  with  the  needs  of  the  customer.  The 
nature  of  the  work  of  those  engineers  is  such,  however, 
that  it  is  seldom  feasible  to  apply  the  cost  thereof 
to  specific  contracts.  Since  those  expenses  are  the  first 
incurred  incident  to  a  contract,  it  is  apparent  that  in 
computing  the  cancellation  charge  for  a  terminated 
contract,  recognition  must  be  given  to  sequence  of 
expenditures  in  order  to  return  to  the  manufacturer 
his  real  investment  in  the  contract.  Studies  which  have 
been  made  in  the  heavy  machinery  industry  indicate 
that  at  least  50%  of  the  total  amount  of  field  en¬ 
gineering,  application  engineering,  and  administrative 
and  general  expenses  which  normally  would  be  in¬ 
curred  on  the  average  contract  have  been  incurred 
by  the  time  design  and  drawings  have  been  completed 
and  the  patterns,  tools,  jigs,  and  fixtures  necessary  for 
the  production  have  been  obtained.  In  other  words, 
more  than  50%  of  those  expenses  have  been  incurred 
prior  to  the  time  when  production  of  the  machinery  to 
be  sold  is  started  in  the  shop.  Consequently,  if  a  con¬ 
tract  were  terminated  at  the  point  where  the  develop¬ 
ment  work  had  been  completed  but  actual  shop  pro¬ 
duction  had  not  been  started,  and  if  it  had  been  the 
practice  of  the  contractor  to  compute  costs  of  com¬ 
pleted  contracts  by  application  of  overheads  as  ratios 
of  factory  costs  of  production,  then,  obviously,  in¬ 
sistence  upon  adherence  to  that  procedure  as  being  the 
established  method  of  accounting  would  not  return  to 
the  contractor  any  portion  of  his  indirect  engineering 
and  administrative  expenses  incurred  to  the  point  of 
cancellation.  Therefore,  it  is  only  logical  that  the  se¬ 
quence  of  incurrence  of  expenses  be  recognized  in  com¬ 
puting  cancellation  charges,  and  that  the  cancellation 
charge  comprise  (a)  direct  costs  incident  to  the  con¬ 
tract  calculated  in  the  usual  manner,  and  (b)  indirect 
overheads  applied  on  the  basis  of  the  demonstrated 
percentage  of  those  expenses  normally  incurred  to 
point  of  cancellation  applied  to  the  amount  of  those 
expenses  which  would  have  been  justifiably  applied 
to  the  contract  had  the  contract  been  completed.  I 
am  not  propounding  a  change  in  accounting  methods, 
but,  rather,  an  equitable  method  of  computing  the 
cancellation  charge. 


Costs  Applicable  to  Tebminated  Portion 
OF  Contract 

The  present  termination  clause  used  by  the  War  De¬ 
partment  stipulates  that  payment  upon  termination 
of  the  contract  shall  be  ba.sed  on  (a)  the  unit  contract 
price  for  all  completed  units,  and  (b)  without  dupli¬ 
cation,  such  sum  as  the  contracting  officer  and  the 
contractor  may  agree  is  reasonably  necessary  to  com¬ 
pensate  the  contractor  for  his  costs,  expenditures, 
liabilities,  commitments  and  work  in  respect  to  the 
uncompleted  portion  of  the  contract  so  far  as  termi¬ 
nated.  If  the  contracting  officer  and  the  contractor 
cannot  agree  upon  the  sum  payable,  the  contracting 
officer  is  required  to  compensate  the  contractor  for 
the  uncompleted  portion  of  the  contract  as  follows: 

(a)  By  reimbursing  the  contractor  for  all  actual  ex¬ 
penditures  and  costs  certified  by  the  contracting 
oflBcer  as  having  been  made  or  incurred  with  re¬ 
spect  to  the  uncompleted  portion  of  the  contract; 

(b)  By  reimbursing  the  contractor  for  all  expenditures 
made  and  costs  incurred  with  the  prior  written 
approval  of  the  contracting  officer  in  settling  that 
portion  of  the  outstanding  obligations  incurred 
with  respect  to  the  uncompleted  portion  of  the 
contract,  and 

(c)  By  paying  the  contractor,  as  a  profit  on  the  un¬ 
completed  portion  of  the  contract  ...  a  sum  to  be 
computed  by  the  contracting  officer  in  the  follow¬ 
ing  manner: 

(1)  The  contracting  officer  shall  estimate  the 
profit  which  would  have  been  realized  on  the 
uncompleted  portion  of  the  contract  if  the 
contract  had  been  completed  and  labor  and 
material  costs  prevailing  at  the  date  of  termi¬ 
nation  had  remained  in  effect. 

(2)  Estimate,  from  a  consideration  of  all  rele¬ 
vant  factors,  the  percentage  of  completion  of 
the  uncompleted  portion  of  the  contract. 

(3)  Multiply  the  anticipated  profit  determined 
under  (a)  by  the  percentage  determined  un¬ 
der  (b) .  The  result  is  the  amount  to  be  paid 
to  the  contractor  as  a  proportionate  share  of 
profit,  if  any. 

However,  the  “Manual  for  Administrative  .\udit” 
issued  recently  by  the  Ordnance  Department  states. 
“In  reaching  a  negotiated  settlement  of  the  amount 
due  with  respect  to  the  uncompleted  portion  of  the 
contract,  the  contracting  officer  is  not  required  to  follow 
the  provisions  of  the  formula  .  .  .  which  will  govern 
in  the  event  of  a  failure  to  negotiate  such  a  settlement. 
That  formula,  however,  may  be  relied  upon  by  the 
contracting  officer  as  providing  a  general  guide  or 
standard  for  fixing  the  amount  of  an  appropriate 
settlement  by  negotiation.  The  difficulties  of  making 
a  segregation  of  costs  between  the  completed  and  un- 
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completed  portion  of  the  contract  are  frequently  very 
great.  In  preparing  for  the  contracting  officer  a  guide 
for  his  use  in  reaching  a  negotiated  settlement,  these 
difficulties  can  be  avoided  and  at  the  same  time,  a  sat¬ 
isfactory  result  obtained  if  a  computation  is  made  on 
the  basis  hereinafter  suggested.”  The  Manual  then 
outlines  a  procedure  whereby  the  total  costs  of  the 
contract  to  the  date  of  termination  is  determined.  A 
rate  of  profit,  if  any,  predicated  on  that,  which  it  ap¬ 
pears  would  have  been  earned  on  the  entire  contract 
had  it  been  completed,  is  then  to  be  added,  except 
that  “where  the  indicated  rate  is  so  high  as  to  lead 
clearly  to  later  reduction  of  the  profit  margin,  in  re¬ 
negotiation  proceedings,  it  would  seem  advisable  to 
negotiate  a  rate  which  would  probably  not  require 
subsequent  refund  of  part  or  all  of  the  settlement  by 
the  contractor  through  renegotiation  proceedings.  .  .  . 
The  rate  of  profit  thus  negotiated  should  be  applied 
to  the  total  contract  costs  incurred  up  to  date  of  termi¬ 
nation.”  From  the  amount  so  determined  are  deducted 
payments  already  made  for  completed  and  delivered 
units  and  payments  to  be  made  for  completed  units 
not  delivered. 

Such  an  overall  basis  would  be  quite  fair  when  ap¬ 
plied  to  a  contract  which  had  been  canceled  in  the 
early  stages  of  production.  What  about  the  long-term 
contract  for  which  units  were  completed  in  a  prior 
year,  and  upon  the  recorded  profit  from  which  taxes 
have  been  paid  and  possibly  restitution  has  been 
made  of  a  portion  of  the  profit  under  renegotiation 
proceedings?  For  such  a  contract,  it  would  be  unfair 
to  compute  a  cancellation  payment  based  on  the  total 
cost  of  the  contract  to  date  of  termination  plus  a  lesser 
rate  of  profit  than  that  on  which  taxes  and  recapture 
profit  under  renegotiation  have  been  paid.  Therefore, 
it  is  my  opinion  that,  in  such  a  case,  the  cancellation 
payment  with  respect  to  completed  units  shipped  in 
prior  years  should  be  based  on  the  unit  contract  price 
stipulated  in  the  contract  irrespective  of  the  rate  of 
profit  earned  thereon,  and  settlement  should  be  made 
for  the  remainder  of  work  done  on  the  contract  on 
the  basis  of  the  balance  of  costs  not  applied  to  com¬ 
pleted  units  shipped  in  prior  years,  plus  a  reasonable 
rate  of  profit  agreed  to  by  the  contracting  officer. 
Since,  presumably,  renegotiation  proceedings  would 
result  in  the  recovery  by  the  government  of  any  ex¬ 
cessive  profits  recorded  for  completed  units  shipped 
in  prior  years,  the  rate  of  profit  earned  thereon  should 
be  of  no  concern  to  the  contracting  officer.  Let  me 
illustrate: 

Assume  that  a  company  had  a  million-dollar  con¬ 
tract,  and  that  in  1942,  50%  of  that  contract  was 
completed  and  shipped  and  a  profit  of  $100,000,  or 
20%,  was  recorded  thereon  and  included  in  taxable 


income.  Let  us  assume  also,  that,  after  expending  a 
further  $200,000  on  the  contract  in  1943,  the  contract 
was  canceled.  If  the  cancellation  payment  was  predi¬ 
cated  on  the  overall  cost  plus  an  allowance  of  10%  for 
profit,  the  contractor  would  recover  $660,000  less 
$500,000  applicable  to  1942  shipments,  or  a  balance  of 
$160,000  which  would  be  $40,000  less  than  the  bal¬ 
ance  of  cost  remaining  on  the  books.  Since  any  ex¬ 
cessive  profit  recorded  on  the  units  shipped  in  1942 
probably  would  have  been  recaptured  through  rene¬ 
gotiation,  this  method  would  be  quite  inequitable. 
Therefore,  in  such  an  instance,  the  contractor  should 
be  allowed  an  amount  upon  cancellation  equal  to  the 
unit  contract  price  for  the  units  shipped  in  the  prior 
year,  plus  an  amount  equal  to  the  balance  of  cost 
applicable  to  the  contract  not  applied  against  the 
prior  years  shipments,  and  an  allowance  for  profit  cal¬ 
culated  at  a  reasonable  rate  applied  thereto. 

Administrative  Procedure 

The  procedure  followed  at  present  in  settling  claims 
upon  termination  or  partial  cancellation  of  govern¬ 
ment  contracts  is  for  the  government  to  negotiate 
settlements  with  prime  contractors.  The  prime  con¬ 
tractors  are  responsible  for  verification  of  claims  of 
subcontractors,  etc.  In  a  manual  for  Administrative 
Audit  of  Termination  Claims  of  Fixed-Price  Supply 
Contractors  issued  by  the  Ordnance  Department  dur¬ 
ing  the  past  month,  it  is  stated,  “It  is  the  primary  re¬ 
sponsibility  of  the  contractor  to  examine  in  an  appro¬ 
priate  manner  all  claims  of  subcontractors  and  vendors 
arising  out  of  the  termination.  The  problem  faced  by 
the  prime  contractor  in  passing  upon  the  propriety 
of  claims  by  subcontractors  and  vendors  is  similar  to 
the  problem  faced  by  the  government  auditor  with 
respect  to  the  claim  of  the  prime  contractor.  An  ex¬ 
amination  to  some  extent  of  each  claim  is  necessary.” 
This  procedure  is  proving  to  be  cumbersome  and  im¬ 
practicable  even  in  these  days  of  isolated  cancella¬ 
tions.  It  is  unlikely  that,  when  V-Day  comes  with  its 
inevitable  wave  of  cancellations  of  war  contracts,  there 
will  be  enough  accounting  talent  available  to  verify 
the  multitude  of  claims  against  prime  contractors,  by 
subcontractors,  sub-subcontractors,  and  suppliers. 

A  practical  solution  to  this  problem  would  be  for 
one  government  department  to  audit  all  the  claims 
of  each  war  contractor,  whether  for  canceled  prime 
contractors,  subcontracts  or  sub-subcontracts,  in  a 
manner  similar  to  that  followed  by  renegotiation.  In 
other  words,  the  government  department  having  a  pre¬ 
ponderance  of  interest  in  the  claims  would  undertake  to 
do  all  the  auditing  for  that  contractor.  In  this  way, 
the  basis  for  determination  of  the  claims  could  be 
examined  and  agreed  upon  once  and  for  all.  Any  other 
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procedure  would  require  repetitive  checking  of  the 
same  data  by  a  constant  stream  of  auditors,  and  it  is 
unlikely  that  they  would  all  interpret  the  same  facts 
in  the  same  manner.  Settlement  for  the  claims  could 
then  be  accomplished  through  a  government  clearing 
house,  or,  by  rendering  of  government  auditor-ap¬ 
proved  invoices  by  subcontractors  and  sub-subcon¬ 
tractors  to  the  prime  contractors,  who  could  then 
accept  those  claims  without  further  verification. 

No  matter  which  method  of  administrative  pro¬ 
cedure  is  followed,  there  will  be  times  when  the  basis 
claimed  by  the  contractor  to  be  equitable,  or  the  prime 
components  of  the  claim,  are  not  acceptable  to  the 
auditor.  According  to  present  procedure,  the  con¬ 
tracting  officer  is  privileged  to  decide  all  such  dis¬ 
putes,  and  he  cannot  be  said  to  possess  one  of  the 
most  essential  attributes — disinterestedness.  The 
courts  have  said,  “No  man  can  sit  as  a  judge  of  his 
own  case.”  In  the  event  that  the  contractor  takes 
exception  to  the  findings  of  the  contracting  officer,  he 
may  appeal  to  the  courts  for  decision,  which  is  a 
lengthy,  involved,  and  expensive  procedure.  In  either 
event,  final  decision  is  left  to  representatives  of  one 
party  to  an  agreement. 

It  would  seem  that  prompt  and  satisfactory  de¬ 
termination  of  cancellation  claims  could  more  readily 
be  accomplished  if  an  overall  auditing  procedure  such 
as  I  have  just  outlined  were  adopted,  and  if  local 
board  of  arbitrators  could  be  established  to  resolve 
the  problems  of  policies,  principles  and  procedures.  I 
understand  that  all  the  government-owned  corpora¬ 
tions  may  use,  and  most  of  them  are  using,  arbitration 
to  determine  disputes  with  contractors.  But  the  gov¬ 
ernment  departments  which  are  not  incorporated  feel 
that  a  simple  amendment  to  the  United  States  Arbitra¬ 
tion  Act  is  necessary  to  give  unquestionable  legal 
validity  to  any  agreement  by  the  old-line  departments, 
such  as  the  Army,  Navy,  and  Treasury,  to  adopt  this 
means  to  assure  both  the  government  and  the  con¬ 
tractor  a  speedy  and  equitable  settlement  of  any  dis¬ 
pute.  Such  a  law  should  be  desirable,  for  Great  Britain 
has  utilized  formal  arbitration,  both  in  regard  to  gov¬ 
ernment  and  private  matters,  for  over  half  a  century. 

Other  Problems 

The  problems  that  will  arise  upon  the  termination 
of  war  contracts  are  legion.  I  would  like  to  discuss 
generally  a  few  of  them: 

1.  Stop  Orders 

Frequently  the  government  issues  instruc¬ 
tions  to  stop  production  on  a  contract  until  it 
is  decided  whether  to  cancel  or  to  continue  pro¬ 
duction.  Ofttimes,  it  is  weeks  and  even  months 


before  that  decision  is  reached.  In  the  meantime, 
the  contractor  and  subcontractors  must  hold  this 
work  in  abeyance  and  may,  as  a  result,  be  un¬ 
able  to  undertake  any  other  work.  It  seems  only 
fair  that  the  government  should  be  obligated  to 
issue  definite  instructions  as  to  cancellation  or 
continuance  within  thirty  days  after  giving  in¬ 
structions  to  stop  production. 

2.  Storage 

At  present,  war  contractors  are  required  to 
care  for  and  protect  materials  and  parts  pro¬ 
duced  or  acquired  for  the  canceled  contract  for 
an  indefinite  period  of  time.  Inventories  which 
become  damaged  or  are  destroyed  and  cannot  be 
disposed  of  in  accordance  with  the  instructions 
of  the  contracting  officer  may  not  be  included  in 
basis  of  the  cancellation  charge.  It  is  true  that 
recent  termination  articles  provide  for  reim¬ 
bursement  of  the  contractor  for  the  cost  of  pro¬ 
tecting  items  which  will  become  the  property  of 
the  government  when  approved  beforehand  in 
writing  by  the  contracting  officer.  Where  will 
contractors  find  the  necessary  storage  space? 
Many  contractors  will  be  unable  to  start  peace 
production  until  these  materials  are  removed 
from  their  shops  and  storerooms.  One  company 
that  manufactures  heavy  machinery  spent  nine 
months  in  locating  a  building  with  the  necessary 
crane  and  heating  facilities  for  the  storage  and 
protection  of  machinery  and  parts  produced  for 
a  contract  that  had  been  canceled.  It  is  my 
opinion  that  within  thirty  days  after  an  in¬ 
ventory  of  the  materials  and  parts  on  hand  in¬ 
cident  to  a  canceled  contract  has  been  filed,  the 
contracting  officer  should  be  obliged  to  issue 
instructions  for  their  disposition,  failing  which, 
the  contractor  or  subcontractor  should  have  the 
right  to  dispose  of  such  materials  and  parts  at 
government  risk  and  expense. 

3.  What  Constitutes  a  Subcontract? 

Under  the  Vinson  Act  and  other  similar  laws, 
a  subcontract  covered  the  furnishing  of  parts  or 
materials  which  became  components  of  the 
articles  to  be  furnished  under  the  prime  contract. 
The  Renegotiation  Law  changes  that  concept  of 
a  subcontract  and  defines  it  as  being  an  agree¬ 
ment  to  perform  all  or  any  part  of  the  work,  or 
to  make  or  furnish  any  article,  required  for  the 
performance  of  another  contract  or  subcontract. 
Where  will  the  line  be  drawn  for  terminations? 
If,  for  example,  a  manufacturer  has  purchased 
a  supply  of  cutting  compound  equal  to  five  times 
the  quantity  normally  required  in  peacetime,  is 
he  permitted  to  recover  the  cost  of  the  excessive 
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quantity  by  inclusion  thereof  in  the  cancellation 
charge  for  a  contract  or  contracts  which  have 
been  canceled,  even  though  the  compound 
would  never  have  become  a  component  of  the 
articles  required  under  the  contracts?  Obviously, 
if  he  can  demonstrate  that  the  compound  was 
acquired  for  use  on  the  contracts,  and  that  he 
exercised  prudent  judgment  in  obtaining  such  a 
large  quantity,  he  should  be  allowed  to  list  the 
excessive  quantity  in  his  inventory  of  materials 
acquired  incident  to  the  contract  and  to  obtain 
reimbursement  therefor.  However,  the  broader 
the  definition  the  greater  will  be  the  difficulties 
in  determining  charges  for  canceled  contracts 
and  their  administration. 

4.  Raw  Material  on  Which  No  Work  Has  Been  Done 
The  manual  of  the  Ordnance  Department  pro¬ 
vides  for  exclusion  from  costs  upon  which  the 
allowable  profit  is  to  be  calculated  of  the  cost  of 
all  unprocessed  materials.  Where  the  cost  of  such 
material  is  small  in  comparison  with  the  other 
costs,  this  is  not  significant.  On  the  other  hand, 
where  unprocessed  raw  material  is  a  substantial 
part  of  the  total  cost  of  the  job — particularly  in 
these  days  when  acquisition  costs  are  so  high — 


allowance  of  the  cost  of  unprocessed  materials 
in  the  base  for  computation  of  profit  seems  only 
reasonable. 

5.  Depreciation 

The  Ordnance  Department’s  manual  of  ad¬ 
ministrative  procedure  provides  that  deprecia¬ 
tion  charges  are  to  be  based  on  fair  rates  ap¬ 
plied  consistently  in  prior  years  preceding  the 
contract.  Does  that  mean  that  if  rates  have  been 
adjusted  to  refiect  increased  activity  such  ad¬ 
justment  will  not  be  recognized?  What  allow¬ 
ance  will  be  made  for  amortization  under  Sec¬ 
tion  124? 

All  these  questions  must  be  resolved  before  equit¬ 
able  and  prompt  settlement  of  claims  under  canceled 
contracts  can  be  accomplished.  Unless  plans  are  made 
whereby  industry  can  liquidate  its  war  business  to 
obtain  the  necessary  funds  to  liquidate  its  liabilities 
and  finance  its  postwar  production,  the  economy  of 
the  country  will  suffer.  It  is  unlikely  that  industry  will 
have  the  necessary  working  capital  to  continue  unin¬ 
terrupted  employment  except  by  prompt  realization  of 
the  working  capital  invested  in  war  contracts  in  proc¬ 
ess  at  the  end  of  the  war. 


THE  RIGHTS  OF  BUSINESS  AND  PUBLIC  IN  CONTRACT  TERMINATION 

By  Samuel  J.  Broad 

Treasurer,  American  Institute  of  Accountants 


Questions  relating  to  the  termination  of 

contracts  have  to  be  considered  from  two  stand¬ 
points:  from  the  standpoint  of  business,  and  from  the 
standpoint  of  ourselves  and  others  as  taxpayers  who 
pay  the  bill.  I  think  we  can  start  with  certain  theses. 
The  first  is  that  business,  which  places  its  resources, 
its  organization,  its  energies,  and  its  facilities  at  the 
service  of  the  government  to  produce  needed  goods, 
is  entitled  to  get  out  whole;  second,  it  shall  get  out 
with  a  reasonable  profit;  third,  upon  termination, 
business  is  entitled  to  as  definite  and  uniform  a  meth¬ 
od  of  settlement  as  possible;  and  fourth,  it  is  entitled 
to  prompt  payment. 

I  think  that  as  taxpayers  we  can  agree  to  this 
thesis  on  the  ground  that  it  will  promote  the  public 
interest.  But  we  believe  also  that  the  government 
should  protect  us  as  taxpayers  against  extravagant  and 
unreasonable  claims,  and  against  imprudent  acts,  of 
business. 


Standard  Termination  Clause 

The  standard  type  of  termination  clause  contains 
two  alternative  bases  of  settlement.  One  is  the  provi¬ 
sion  for  a  negotiated  settlement;  the  second,  for  settle¬ 
ment  under  a  prescribed  formula.  Considerable  discre¬ 
tion  is  given  to  the  contracting  officer  under  the 
negotiated  settlement,  and  while  he  is  not  bound  by 
the  formula,  it  is  a  measure  or  guide  to  him  to  what  a 
fair  settlement  might  be. 

The  development  of  a  standard  termination  clause 
has  been  rather  interesting.  It  started  out  with  fairly 
general  phraseology — cost  of  work  done  or  something 
equivalent — and  has  developed  to  a  point  where,  in 
a  recent  case,  twenty-eight  pages  of  legal  phraseology 
were  used  in  an  attempt  to  describe  every  kind  of  a 
contingency  or  situation  that  might  arise.  I  hope  that 
eventually  it  will  become  something  more  general 
again,  and  that  it  will  be  supported  by  a  manual  setting 
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forth  certain  general  principles  to  be  applied  by  the 
officers  concerned  with  termination. 

Some  basic  statement  of  policy  is  necessary.  I  think 
you  might  say  that  TD  5000  and  the  “Green  Book” 
do  not  entirely  meet  the  needed  settlements  in  the  case 
of  fixed-price  contracts.  They  were  drawn  up  more 
particularly  in  relation  to  cost-plus-fixed-fee  contracts. 
The  manual  put  out  by  the  Ordnance  Department 
within  the  past  month  seems  to  have  departed  in  some 
respects  from  the  “Green  Book.”  However,  the  Ord¬ 
nance  Department  manual,  to  which  I  will  refer  in 
more  detail  as  I  go  along,  does  not  necessarily  contain 
the  final  word  on  the  subject. 

We  have  heard  today  of  further  discussions  of  a 
standard  termination  clause  by  the  War  Production 
Board,  and  I  know  that  other  agencies  of  the  govern¬ 
ment  are  considering  this  same  question.  However, 
Ordnance  wanted  something  to  go  on.  A  number  of 
matters  of  policy  had  not  been  finally  settled  when 
its  manual  was  issued,  but  I  think  those  matters  of 
policy  on  which  fairly  general  agreement  had  been 
reached  among  the  different  departments  of  the  gov¬ 
ernment  were  incorporated.  Other  matters  of  very 
important  basic  policy  have  not  yet  been  decided 
and  therefore  are  not  included. 

Termination  Procedures 

With  regard  to  procedures  followed  when  contracts 
are  terminated:  First,  there  is  notification  and  ar¬ 
rangement  for  a  cut-off  date,  which  is  usually  speci¬ 
fied  in  the  notice,  calling  for  prompt  cancellation — 
within  thirty  days  we  have  been  told — of  subcontracts 
and  purchase  orders.  Usually  an  inventory  is  required 
to  be  taken,  though  it  need  not  be  priced  in  all  cases. 
In  some  cases  stock  records,  if  they  are  reliable,  can 
be  used  in  lieu  of  a  physical  inventory.  The  inventory, 
of  course,  becomes  government  property  when  it  has 
been  included  as  part  of  the  claim. 

The  contractor  is  charged  with  the  duty  of  a  pru¬ 
dent  man  in  looking  after  government  property.  It  is 
not  his  own  money  that  is  being  spent  from  termina¬ 
tion  on;  the  inventory  is  not  his  own  property.  He  has 
to  take  care  of  it.  For  example,  if  he  were  spending 
his  own  money,  or  if  it  were  his  own  money  which  was 
to  be  spent  by  a  subcontractor,  he  would  be  pretty 
sure  that  the  notification  to  subcontractors  of  cancel¬ 
lation  went  out  promptly.  I  think  the  government  is 
entitled  to  expect  the  same  promptness  when  the 
government  interest  is  involved. 

And,  of  course,  the  contractor  is  required  to  file  a 
claim.  That  is  his  responsibility.  For  ready  and  prompt 
checking,  the  claim  should  be  itemized  in  considerable 
detail  and  should  be  supported  by  schedules. 


Allowable  Costs 

In  stating  my  thesis,  the  first  point  I  made  was 
that  business  should  “get  out  whole.”  That  gets  us 
into  the  question  of  what  costs  are  allowable.  The  sub¬ 
ject  has  been  covered  in  part  already  by  others,  and 
I  will  mention  only  two  or  three  points  which  I  con¬ 
sider  significant. 

In  addition  to  direct  costs,  and  indirect  costs  or 
overhead,  there  are  allowances  for  depreciation;  first 
of  all,  depreciation  including  obsolescence  due  to  a 
change  in  the  arts — the  normal  obsolescence  which 
the  Treasury  Department  recognizes  as  part  of  the 
provision  for  depreciation  for  tax  purposes.  The  Ord¬ 
nance  Department  manual  also  includes  special  ob¬ 
solescence.  It  is  not  called  special  obsolescence  but 
loss  in  value  due  to  the  termination  of  the  contract. 
Such  an  allowance  is  a  big  step  forward  as  far  as  busi¬ 
ness  is  concerned.  However,  the  loss  has  to  be  proved, 
and  it  has  to  be  related  to  the  particular  contract  or 
to  other  war  contracts.  It  is  not  required  to  be  tied  up 
with  the  work  done  on  the  particular  contract  as  long 
as  it  is  related  to  the  contract  or  other  war  contracts. 

Allowable  costs  also  include  designing  and  special 
tooling,  such  as  jigs,  dies,  patterns,  drawings,  and  so 
forth,  to  the  extent  to  which  they  are  allocable  to  the 
contract  .The  total  of  these  costs  and  of  special  obsoles¬ 
cence  taken  together  are,  under  the  Ordnance  De¬ 
partment  manual,  limited  by  the  total  contract  price; 
that  is,  if  the  total  of  these,  including  other  costs, 
exceeds  the  contract  price,  there  is  that  limitation 
on  the  claim  which  will  be  allowed. 

Then  there  is  another  class  of  allowable  expenses 
mentioned  which  I  think  is  rather  significant  because 
they  represent  a  proportion  of  the  ordinary  business 
expenses  necessary  to  keep  the  contractor  in  business. 
Institutional  advertising,  for  example,  is  mentioned, 
and  experimental  and  research  expenses.  I  hope  the 
latter  may  be  allowed  to  a  certain  extent,  even  though 
they  may  not  be  related  to  the  particular  contract,  as 
long  as  they  represent  development  of  the  kind  which 
the  particular  concern  would  normally  be  carrying 
on. 

Under  the  Ordnance  Department  manual,  the  gen¬ 
eral  basis  of  settlement  will  be  the  total  cost  of  the 
contract,  with  a  deduction  for  payments  made  for 
deliveries.  This  will  often  be  an  advantage.  The  allo¬ 
cation  of  costs  and  profits  on  early  deliveries,  as  has 
been  pointed  out,  is  often  very  difficult,  and  is  not 
always  indicative  of  the  real  profit,  particularly  in  a 
contract  that  hasn’t  progressed  very  far,  and  more 
particularly  in  the  case  of  new  items  being  manufac¬ 
tured,  or  items  in  which  the  particular  manufacturer 
has  not  had  previous  experience.  The  initial  costs  in 
those  cases  are  high;  labor  has  to  be  trained  and  high 
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labor  costs  result  from  early  inefficiency.  Where  a 
loss  may  be  indicated  in  the  early  stages  of  such  a 
contract,  these  may  turn  out  eventually  to  be  a 
profit.  Management  has  shown  that  potentiality  be¬ 
fore,  and  I  think  it  is  only  fair  that  recognition  should 
be  given  to  the  possibility  in  any  settlement. 

Cost  of  determining  the  amount  of  the  claim  is 
allowable,  including  accounting,  legal  and  clerical  ex¬ 
penses  in  connection  with  the  filing  of  the  claim  (but 
not  in  connection  with  any  litigation  to  settle  the 
claim) ,  and  also  costs  of  settlements  with  subcon¬ 
tractors. 

There  are  some  costs  which  are  not  allowed  under 
the  Ordnance  Department  manual.  Some  of  them  ob¬ 
viously  should  not  be  allowed,  sueh  as  reorganization 
expenses,  losses  from  the  sale  of  fixed  assets  in  the 
normal  course  of  business,  and  losses  on  investments. 
Another  item  not  allowed  has  been  referred  to  earlier 
this  afternoon — the  cost  of  conversion  back  to  peace¬ 
time  operations.  Also  disallowed  are  costs  arising  from 
failure  to  stop  work  promptly,  from  failure  to  cancel 
subcontracts  or  purchase  orders  promptly,  as  well  as 
losses  arising  from  excessive  purchases  of  facilities, 
materials,  or  services. 

Allowance  of  Profit 

The  second  point  in  my  thesis  was  “plus  a  reason¬ 
able  profit.”  Under  the  Ordnance  Department  manual, 
the  profit  is  to  be  based  percentagewise  on  work  done 
by  the  contractor.  It  excludes  settlements  made  with 
subcontractors.  All  available  evidence  of  the  rate  of 
profit  indicated  by  the  contract  is  to  be  taken  into 
consideration  in  determining  what  rates  should  be  al¬ 
lowed.  Then  the  rate  becomes  a  matter  of  negotiation 
between  the  contracting  officer  and  the  contraetor, 
a  negotiation  in  which  the  costs  allowed  under  the 
cost  schedule  undoubtedly  have  an  important  influ¬ 
ence.  For  example,  if  a  company  has  received  a  sub¬ 
stantial  allowance  for  war  obsolescence  of  plant  and 
equipment  used  for  war  contracts,  the  rate  of  profit 
may  well  be  lower,  especially  if  the  costs  approach 
the  maximum  amount  of  the  contract.  Obviously,  the 
rate  of  profit  allowed  will  not  be  higher  than  the  rate 
would  be  had  the  contract  been  carried  through  to 
completion.  They  might  possibly  be  lower. 

The  reference  in  the  manual  to  coordination  with 
renegotiation  proceedings  has  been  mentioned.  I  think 
the  problems  raised  merely  indicate  the  need  for  co¬ 
ordination,  and  that  some  consideration  be  given  to 
that  problem  in  negotiating  the  rate  of  profit.  The 
contracting  officer  or  the  corresponding  officer  of  some 
other  agency  of  the  government  has,  of  course,  no 
power  to  renegotiate.  He  should  not  have  such  power, 
and  he  should  not  attempt  to  renegotiate  a  contract 


price  or  rate  of  profit.  On  the  other  hand,  it  is  to  the 
interest  both  of  the  government  and  of  the  contractor 
that  any  settlement  shall  be  as  near  final  as  possible. 
It  should  not  have  to  be  reopened  later  upon  rene¬ 
gotiation. 

The  rate  of  profit  agreed  upon  is  applied,  of  course, 
to  the  allowable  costs,  excluding  costs  which  do  not 
warrant  a  profit.  For  example,  no  profit  is  allowed  on 
the  amount  of  the  claim  requested  for  special  obso¬ 
lescence.  If  a  contraetor  gets  out  whole  on  the  plant  he 
abandons  I  don’t  think  he  will  expect  to  get  a  profit 
on  it  in  addition. 

There  may  be  some  question,  as  has  been  pointed 
out,  as  to  whether  profit  should  be  allowed  on  raw  ma¬ 
terial  purchased,  where  no  work  has  been  done  on  it. 
The  purchasing  costs  presumably  will  have  been  al¬ 
ready  included  as  part  of  the  cost  of  the  contract,  so 
that  not  only  the  cost  of  the  material  but  the  cost  of 
acquiring  it  is  covered.  But  there  is  no  allowance  for 
profit  until  the  raw  material  has  been  processed. 

The  limitation  on  profit  and  cost  is  that  the  total 
of  the  two  shall  not  exceed  the  amount  of  the  original 
contract  if  carried  to  completion.  If  the  rate  of  profit 
should  be  indicated  as  a  loss,  a  similar  formula  is 
applied,  taking  something  off  the  cost  to  reflect  the 
accrued  loss  on  work  done  to  date.  But  I  think  it  is 
worthy  of  repetition  that  an  indicated  loss  in  the  early 
stages  of  a  contract  does  not  necessarily  mean  that 
there  would  be  a  loss  upon  completion,  because  of  the 
impact  of  high  initial  costs. 

Need  for  Uniform  Policy 

The  third  point  I  made  in  my  thesis  was  that  the 
settlement  should  be  made  under  as  definite  and  uni¬ 
form  a  policy  as  possible.  The  responsibility  on  the 
part  of  the  government  for  a  negotiated  settlement 
of  a  contract,  or  a  formula  settlement,  is  with  the 
contracting  officer.  (In  speaking  of  the  contracting  of¬ 
ficer  I  am  using  the  Army  term  as  including  the  cor¬ 
responding  officer  in  other  government  agencies.)  But 
the  principles  and  policies  this  officer  follows  should 
be  understood,  should  be  definite,  and  should  be  uni¬ 
form. 

A  manual  such  as  the  Ordnance  Department  put  out 
for  the  guidance  of  its  auditors,  but  having  also  con¬ 
siderable  weight,  I  should  think,  with  the  contracting 
officer,  is  of  substantial  value  to  business.  In  that 
manual  there  is  frequent  reference  to  “recognized  ac¬ 
counting  practices,”  and  I  think  as  time  goes  on  we 
will  see  more  and  more  references  to  recognized  ac¬ 
counting  practices,  because  they  provide  an  objective 
standard  of  what  is  proper  and  fair  in  the  circum¬ 
stances,  and  do  not  leave  too  much  to  the  whim  or 
views  of  a  particular  individual.  The  policies  deter- 
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mined  should,  in  my  opinion,  be  the  same  for  all  gov¬ 
ernment  departments.  There  should  be  agreement  on 
uniform  policies,  and  I  think  definite  efforts  are  being 
made  to  bring  that  about. 

Uniform  policies  should  be  further  supplemented  by 
cost  interpretations  such  as  those  which  were  used  to 
supplement  the  manual  for  the  audit  of  costs  for  cost- 
plus-fixed-fee  contracts.  Such  decisions  or  interpreta¬ 
tions  based  on  experience  and  study  should  be  accu¬ 
mulated,  so  that  between  now  and  V-Day  there  would 
be  quite  a  number  of  decisions  to  enable  business  to 
know  where  it  stands  on  some  of  the  debatable  points. 

The  allocation  of  joint  costs  as  between  numerous 
contracts  is  difficult,  and  meticulous  accuracy  and  al¬ 
location  between  various  contracts  should  not  be  con¬ 
sidered  necessary.  I  think  some  provision  should  be 
made  that  in  a  general  cancellation  it  is  not  necessary 
to  allocate  overheads  and  so  forth  between  individual 
contracts,  but  only  between  war  production  and  ci¬ 
vilian  production. 

Prompt  Settlement  of  Claims 

The  final  point  I  made  in  my  thesis  was  that  there 
should  be  prompt  settlement  and  prompt  payment  of 
claims.  We  are  going  to  have  wholesale  cancellations 
some  day.  Delays  in  examining  claims,  even  in  filing 
them,  if  separate  claims  are  necessary  for  individual 
contracts  or  even  for  different  government  depart¬ 
ments,  are  almost  insuperable.  Some  simplified  method 
must  be  found  for  taking  care  of  the  situation.  A  sug¬ 
gestion  has  been  made  that  there  should  be  a  board 
of  contract  awards,  with  offices  throughout  the  coun¬ 
try  somewhat  along  the  same  lines  as  the  Price  Ad¬ 
justment  Board,  which  would  allocate  to  the  particu¬ 
lar  department  of  the  government  having  the  greatest 
interest  the  settlement  with  individual  contractors 
of  all  their  contracts.  This  board  would  not,  of  course, 
have  power  to  take  away  from  the  contracting  officer 
the  authority  to  make  a  settlement  given  him  under 
the  termination  clause,  but  it  could  be  an  advisory 
board,  and  as  such  could  be  very  helpful  in  promoting 
uniformity. 

Also  in  the  direction  of  prompt  payments  there 
should  be  interim  payments,  payments  on  account,  to 
cover  all  items  agreed  upon,  regardless  of  final  settle¬ 
ment  of  the  contract.  Further,  partial  payments  could 
be  made.  It  has  been  suggested  that  payments  should 
be  made  upon  the  certificate  of  a  certified  public  ac¬ 
countant.  That  would,  of  course,  make  available  for 
the  quick  settlement  of  these  contracts  many  thou¬ 
sands  of  skilled  accountants  throughout  the  country, 
who  would  be  added  to  the  force  which  the  govern¬ 
ment  would  be  able  to  employ  for  the  same  purpose. 
It  would  be  quite  a  serious  responsibility  to  put  upon 


the  certified  public  accountants,  but  in  spite  of  that 
I,  as  a  certified  public  accountant,  would  second  the 
suggestion,  even  bearing  in  mind  also  that  every  .season 
is  an  open  season  when  accountants  are  the  game. 

Such  payments — payments  on  account,  or  percent¬ 
age  payments  based  on  the  certificate  of  a  certified 
public  accountant — should  be  mandatory.  It  should 
not  be  left  as  permissive  or  discretionary  on  the  part 
of  the  contracting  officer  or  the  government,  unless 
the  contracting  officer  certifies  that  the  withholding  of 
payment  is  necessary  to  protect  the  government.  Busi¬ 
ness  should  not  be  in  a  position  where  it  is  under 
pressure  to  agree  to  what  seems  to  it  to  be  an  unfair 
settlement  in  order  to  get  cash  to  carry  on.  It  should 
not  be  forced  into  the  position  where  it  has  to  decide 
that  half  a  loaf  is  better  than  no  bread. 

Protection  Against  Unreasonable  Claims 

As  my  second  thesis  I  said  that  as  taxpayers  we 
expect  that  the  government  will  protect  us  against 
extravagant  and  unreasonable  claims  and  imprudent 
acts  of  business.  This  brings  us  to  the  question  of  the 
examination  of  contractors’  claims.  Obviously,  claims 
cannot  be  paid  without  examination.  Their  reliability 
and  accuracy  must  be  tested.  I  recently  heard  the 
number  of  contracts  canceled  and  settled  in  the  Chi¬ 
cago  Ordnance  District.  Quite  a  large  amount  of 
money  was  involved.  The  total  amount  paid  showed  a 
fairly  substantial  discount  from  the  total  of  the  claims. 
The  percentages  in  individual  cases  ranged  from  a 
very  small  reduction  in  some  cases,  where  the  claim 
had  been  made  up  carefully,  to  a  very  substantial  re¬ 
duction  in  other  cases  where  extravagant  claims  were 
made.  To  my  mind  that  is  evidence,  if  any  be  needed, 
of  the  necessity  for  some  examination  of  claims.  The 
extent  of  examination,  however,  will  vary  with  the 
circumstances,  as  in  the  case  of  cost-plus-fixed-fee  con¬ 
tracts. 

Various  alternatives  are  possible.  First  of  all,  we 
have  examinations  by  the  government  itself,  and  those 
can  be  in  various  degrees  of  detail.  The  simplest  would 
be  the  office  review  of  a  simple  claim;  or  there  might 
be  an  office  review  plus  a  visit  and  discussions  at  the 
plant;  or  the  u.sual  type  of  field  audit  on  what  I  hope 
would  be  a  test  basis.  Then  there  are  examinations  by 
independent  public  accountants.  The  extent  of  the  ex¬ 
amination  would  naturally  depend  upon  the  com¬ 
plexity  of  the  claim  itself,  upon  its  apparent  reason¬ 
ableness,  and  especially  upon  its  size.  The  reputation 
of  the  contractor  undoubtedly  will  have  some  bearing 
and  will  carry  considerable  weight,  but,  on  the  other 
hand,  the  concerns  we  know  best  probably  will  have 
the  largest  claims  and  the  largest  claims  will  un¬ 
doubtedly  have  to  be  audited.  Whether  the  suggestion 
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that  payment  be  made  against  independently  audited 
figures  is  adopted  or  not,  I  think  that  there  is  no 
doubt  that  independent  audits  of  the  claims  for  the 
contractor  will  carry  some  weight  with  the  govern¬ 
ment. 

The  extent  of  the  information  supplied  by  the  con¬ 
tractor  will  minimize  his  difficulties  in  getting  through 
with  the  government  examination.  His  claims  should 
be  compiled  according  to  classifications  which  he  car¬ 
ries  on  his  books,  so  as  to  be  readily  supportable,  and 
they  should  be  supported  by  schedules. 

Subcontractors  Claims 

Another  subject  of  considerable  interest  and  some 
difficulty  is  the  examination  of  subcontractors’  claims. 
The  responsibility  for  the  settlement  with  the  sub¬ 
contractor  obviously  lies  with  the  prime  contractor. 
The  Ordnance  Department  manual  indicates  a  will¬ 
ingness  on  the  part  of  the  government  to  authorize 
settlement  with  subcontractors  on  the  same  basis  as 
the  settlement  between  the  government  and  the  prime 
contractor. 

We  all  recognize  that  the  contract  rights  of  the  sub¬ 
contractor  as  against  the  prime  contractor  are  based 
on  the  contract  itself.  He  has  certain  civil  rights  which 
the  government  cannot  take  away  from  him.  In  spite 
of  that  I  think  that  many  subcontractors  would  prefer 
to  settle  directly  with  the  government  if  that  can  be 
arranged.  It  is  logical  for  the  prime  contractors  to  be 
required  to  negotiate  the  settlement  of  subcontractors’ 
claims;  but,  as  a  practical  matter,  I  think  that  the 
settlement  may  have  to  be  taken  over  by  the  govern¬ 
ment.  First  of  all,  the  contractors  are  usually  not 
equipped  to  make  an  audit,  and  the  claims  should  be 
examined  if  they  are  material — that  is,  necessary  for 
the  protection  of  the  government. 

Second,  the  distances  and  the  territory  over  which 
subcontractors  are  spread  would  result  in  quite  a  hard¬ 
ship  to  the  contractor  if  he  had  to  provide  the  neces¬ 
sary  organization  to  get  around  and  make  the  ex¬ 
aminations. 

Third,  individual  subcontractors  often  deal  with 
many  prime  contractors,  and  this  would  mean  many 
examinations  by  many  concerns,  itself  a  great  hard¬ 
ship  to  the  subcontractor. 

Fourth,  the  subcontractors  very  often  will  not  be 
willing  to  open  up  their  books  and  records  to  prime 


contraetors  with  whom  they  expect  to  have  continu¬ 
ing  business  relationships,  and  the  necessity  for  ex¬ 
aminations  by  prime  contractors  would  result  in  de¬ 
lays  in  reimbursing  the  subcontractor. 

Finally,  the  prime  contractors,  whose  claims  as  such 
will  be  examined  by  the  government  directly,  are 
themselves  in  many  cases  also  subcontractors. 

The  present  procedure  is  that  the  contractor  gives  a 
certificate  regarding  a  subcontractor’s  claim,  stating 
the  amount  of  the  claim,  that  he  thinks  it  is  fair,  and 
that  he  would  pay  it  himself  if  he  were  not  to  be  re¬ 
imbursed  by  the  government;  but  he  makes  no  war¬ 
ranty  as  the  accuracy  of  the  claim.  The  regulations 
provide  that  a  subcontractor  shall  be  notified  that  his 
claim  is  subject  to  audit  by  the  government. 

As  a  practical  matter,  I  think  broad  participation 
by  the  government  in  the  examination  of  subcon¬ 
tractors’  claims  will  probably  prove  necessary.  It  is 
particularly  desirable  in  certain  cases,  and  I  think  that 
if  it  should  perhaps  be  limited  to  those  cases  alone  it 
might  be  well  worthwhile.  It  is  desirable  in  cases  in 
which  a  contractor  is  also  a  subcontractor.  His  claim 
as  prime  contractor  has  to  be  examined  in  any  event. 
It  is  desirable  where  two  or  more  subcontracts  are 
terminated  simultaneously,  because  the  allocation  of 
costs  between  the  two  subcontracts  then  loses  some 
of  its  importance.  It  is  desirable  where  subcontracts 
exceed  a  specified  sum,  shall  we  say  $5  million  or 
whatever  figure  may  be  thought  appropriate,  in  order 
to  protect  the  government.  It  is  desirable  where  delay 
in  examining  subcontractors’  claims  would  be  detri¬ 
mental  to  the  government,  or  detrimental  to  the  sub¬ 
contractor.  And  it  is  desirable  also  where  the  con¬ 
tractor  is  unable  to  make  the  examination,  or  where 
the  subcontractor  is  unwilling  to  have  him  make  it. 

So  I  come  back  to  my  original  theses;  first,  that  as 
business  men  we  feel  that  business,  which  places  its 
resources,  its  facilities,  and  it  energies  to  use  in  the  war 
effort  is  entitled  to  get  out  whole  with  a  reasonable 
profit;  that  it  is  entitled  to  as  definite  and  uniform  a 
basis  of  settlement  as  possible;  that  there  should  be  an 
established  policy  under  which  it  can  expect  settle¬ 
ments  to  be  made;  and  that  there  should  be  prompt 
payment;  and  second,  that  as  taxpayers,  we  feel  that 
the  government  should  be  protected  against  the  pay¬ 
ment  of  improper  claims. 
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